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A wind of change is 
sweeping the business world 


Until quite recently, promotions in many organiza- 
tions were based largely on seniority. Young men 
were told to wait; to be patient. Maturity, season- 
ing, experience — these were the qualities that 
mattered over the long haul. Today, however, all 
that has changed. The best jobs usually go to the 
men who are best qualified to handle them, re- 
gardless of age or years of service. 


Proved Plan Offers Solution. 


As thousands of successful men can testify, the Institute’s 
executive-training programme helps you meet the future 
with a plan, rather than aimlessly groping for knowledge 
This plan of training — the H.R.I. Business Administra- 
tion Course and Service, is widely accepted as a unique 
method by which the busiest executive and near-executive 
can familiarise himself with the management aspects of 
all of the departments of commerce and industry . 

Production, Distribution, Finance and Administration. 


If you realise the danger of marking time and are 
determined to forge ahead in the face of stiffening 
competition, the Hemingway Robertson Institute can 
help you. For a period of over sixty-four years, H.R.I. 
has provided ambitious men with the knowledge of 
business they needed to qualify for executive positions. 


—blowing away 
old notions 
with it 


The H.R. Business Administration Course and 
Service comprises 20 fabrex-bound text volumes, 
profusely illustrated and designed for da 
reference, and covers: 


Business Organization — Business and the Man — 
Marketing — Advertising — Public Relations — 
Personnel Management — Office Administration 
- Business Letters and Communications — 
Accounting Principles — Credit and Collections 
— Salesmanship — Sales Management — Plant 
Management — Production Control — Cost 
Control — Financial and Business Statements — 
Budgetary Control — Investment and Speculation 
— Economics — Commercial Law. 


% We extend to executives—and 
those of executive potential—a cor 
dial invitation to write for our free 
informative brochure, ‘Business 
Administration”, or call at our 
nearest office in any capital city. 


FPeseseasseseueanenaess: 
Please send me brochure of 
Business Administration—FREE! 
Name 
Address 

832! 


Hemingway Robertson 
Institute f 


Education for Business since 1897 


122 Bank House, Bank P1., Melbourne 
122 Barrack House, 16 Barrack St., 
Sydney 
Offices all Capital Cities, Geelong, QS 
Newcastle and Launceston 
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EDITORIAL 


“Neither a Borrower Nor a Lender Be...” 


T cannot be said that the admonition 

spoken in “Hamlet” is appropriate 
to to-day’s way of life which has become 
so inextricably linked with and dependent 
upon the provision of credit in its many 
forms. 

It is almost impossible to imagine how 
commerce and industry could function 
without the credit facilities currently 
available. Hire purchase has emerged as 
one of the most popular forms of credit 
because it sets money to work in a most 
fruitful fashion. 

Hire purchase is not new — the first 
formal agreement to hire with an option 
to purchase was written in England in 
1821 — but it has developed to assume 
new significance as a factor in financial 
and economic affairs. In U.S.A. instal- 
ment credit multiplied 30 times between 
1920 and 1955, while in Australia, in the 
ten-year period 1947 to 1957, hire pur- 
chase expanded far more quickly than 
anywhere else: the volume in those years 
advanced from £20 million to £300 mil- 
lion At the time of writing the amount 
outstanding is approximately £420 mil- 
lion. 

In view of the important influence hire 
purchase exercises On Our commerce, in- 
dustry, and finances, it is surprising how 
little has been done either by the hire 
purchase companies, by Government or 
by private interests, to measure the per- 
formance of the hire purchase industry or 
to relate such performance to our econo- 
mic structure. 

Messrs. W. L. Burke and N. Runcie, 
of the University of New South Wales, 
have remedied this lack of information 
in part by their study of the subject, the 
results of which appear in this issue under 
the title, “Australian Finance Companies: 
A Study of Profits, 1951 to 1960” (p. 
433). Their report — believed to be the 
first published study of its kind in respect 
‘6 Australian finance companies — _fol- 
lows the same authors’ earlier studies of 
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the sources and uses of funds of Aus- 
trailan finance companies’. 

For the purpose of this study, the nine- 
teen listed finance companies covered 
were divided into two groups comprising 
thirteen companies which operated 
throughout the post-war period and six 
companies which commenced business 
during the last ten years. The older com- 
panies have suffered a faster decline in 
their rate of profit growth than have the 
newer companies which have been obtain- 
ing a larger share of the hire purchase 
business and better profitability by using 
higher capital gearing ratios. 

The trading banks’ participation in hire 
purchase by the acquisition of a stake in 
the equity of hire purchase finance com- 
panies has resulted in the associated com- 
panies making a significant contribution 
to the disclosed profits of the banks. 

The authors found cause to criticise 
finance companies for lack of disclosure 
of information in published reports; e.g. 
non-disclosure of taxation provisions, no 
clear distinction between hire purchase 
outstandings and ordinary trade debtors, 
and the tendency to show outstandings 
balances “gross” on the assets side of the 
balance sheet, with the provision for un- 
earned income shown as a liability. 

Public acceptance of hire purchase has 
been demonstrated by its phenomenal 
development in recent years. It enables 
members of the community to realise their 
“pride of possession” (if not true owner- 
ship) ahead of expectations and im- 
mediate cash resources; and therefore it 
helps to sustain demand and hence pro- 
duction. 

Hire purchase functions essentially on 
a borrower-lender relationship with the 
borrower footing the bill for interest and 
administrative charges. The results of 
the survey published in this issue provide 
some measure of the relationship between 
the hire purchase companies’ profitability 
and the financial problems involved. 

See The Australian Accountant, Oct. 1959. 
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Taxation of Life Assurance Companies 


By D. C. WILKINS, B.Com., A.A.S.A. 


Amendments have been made to the Income Tax Assessment Act 
relating to the assessment of life assurance companies. 


N the June issue of The Australian 
Accountant comments were made on 
the new income tax legislation which 
imposed conditions under which the in- 
vestment income of superannuation funds 
may qualify for exemption from tax. 


The provisions of Division 8 of Part 
III of the Act were amended at the same 
time to effect changes in the basis of 
assessment of life assurance companies. 


In a statement to the House of Repre- 
sentatives, the Treasurer pointed out 
that the new legislation provided no com- 
pulsory direction of the overall invest- 
ment of a life assurance company or a 
privately managed superannuation fund. 
However, the tax arrangements have been 
altered in such a way that financial ad- 
vantages will be available to those com- 
panies with funds which invest at least 
a specified proportion of their assets in 
Commonwealth and other public author- 
ity securities. 


The required basis of investment, 
generally speaking, is referred to as the 
“30%-20% ratio of public securities” 
which means a holding of not less than 
30% of total assets in public securities 
(see the definition in the June issue), 
including not less than 20% of total 
assets in Commonwealth securities. 


The amendments to the Act relating 
to life assurance companies are most 
complicated; the subject is therefore 
dealt with in these notes in general terms 
only, based substantially on the sum- 
mary provided by the Commonwealth 
Treasurer. 


The method of assessment of life as- 
surance companies, prior to these amend- 
ments, was, very briefly, as follows: 
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(i) premium income was ignored in 
calculating tax payable, and no 
deductions were allowed for out- 
goings relating to premiums, eg. 
payments under policies, collection 
expenses, etc.; 


(ii) other income, e.g. income from 
the investment of moneys re- 
ceived from policy holders, was 
generally subject to tax. How- 
ever: 


(a) Section 113 provided a for- 
mula for apportioning expen- 
ses of general management 
between assessable and exempt 
income. 


(b) Section 115 provided a special 
deduction which had the effect 
of freeing from tax the first 
3% of the income derived 
from the investment of re- 
serves. 


The new lesislation, summarised broad- 
ly, has the following effect: 


Companies Holding Specified Proportions 
of Public Securities. 


A life assurance company that main- 
tains the “30%-20% ratio of public 
securities” in its life assurance assets (of 
gives an undertaking to build up this 
ratio over an approved period ending not 
later than the commencement of the 
1971-1972 income year) will bb 
granted— 


(1) exemption from tax in respect of 
that part of its investment income 
that is referable to policies issued for 
the purposes of superannuation 
schemes that qualify for tax exemp 
tion; and 
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(2) an increase in the special deduction 
under Section 115, which is allowed 
to life assurance companies in re- 
spect of their actuarial liabilities, 
proportionate to any excess of the 
holdings of public securities over 
what is needed to maintain the 
“30%-20% ratio”. 

The adjustment in the Section 115 
deduction will mean, in effect, that— 


(1) for every one per cent by which a 
company’s holdings of public securi- 
ties at the end of the year of income 
exceeds thirty per cent, there will be 
a one per cent increase in the total 
amount of the deduction; and 


(2) for every one per cent by which the 
company’s holdings of Common- 
wealth securities exceeds 20% there 
will be a one-half per cent increase 
in the amount of the Section 115 
deduction: and 


(3) for every one per cent by which the 
company’s holdings of public securi- 
ties other than Commonwealth secu- 
rities is less than ten per cent, there 
will be a one-half per cent reduction 


in the amount of the Section 115 
deduction. 


Companies Not Holding Specified Pro- 
portions of Public Securities. 


In the case of a life assurance com- 
pany that does not maintain the “30%- 
20% ratio of public securities” and does 
not give an undertaking to build up to 
that ratio, investment income referable 
to superannuation business will remain 
subject to tax as under the present law. 
In addition, the basis of assessment will 
be varied, in that— 


(1) the amount of the deduction allow- 
able to the company under Sec- 
tion 115 will be reduced by one 
per cent for every one per cent by 
which the holdings of public securi- 
ties as at the end of the year of 
income are less than thirty per 
cent, and by a further one-half per 
cent for every one per cent by 
which the amounts of the Com- 
monwealth securities are less than 
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twenty per cent (subject to a maxi- 
mum reduction of 25%); and 


the rebate under Section 46 of the 
Principal Act, which is at present 
allowed to all resident companies, 
and which has the broad effect of 
freeing from tax that part of a 
company’s income that consists of 
dividends received from other com- 
panies, will be limited (so far as it 
relates to the company’s life as- 
surance business) to the amount 
that would be allowable if the 
dividends received in connection 
with the company’s life assurance 
business did not exceed the divi- 
dends so received during the 1960- 
61 income year. 


Companies Engaged in Life Assurance 
Otherwise Than as a Sole or Principal 
Business 


Under the present law, the special 
basis of assessment under Division 8 
applies only to companies carrying on 
life assurance as a sole or principal busi- 
ness. In recent years, however, a num- 
ber of companies have been carrying on 
life assurance as a subsidiary activity, 
particularly in association with general 
insurance. Income derived from the life 
assurance business of such companies is 
assessed to tax under the general pro- 
visions of the Principal Act and, for a 
number of reasons, this can place such 
companies at a disadvantage when com- 
pared with other companies engaged in 
life assurance that are assessed under 
Division 8. 

The provisions of Division 8 will now 
apply in relation to the life assurance 
business of all companies registered un- 
der the Life Insurance Act. This will be 
done by altering the definition of “life 
assurance company” and by modifying 
certain other provisions to ensure that 
they will operate in an appropriate man- 
ner when extended to companies whose 
business consists only partly of life as- 
surance activities. 

The amendments to the Act will apply 
in assessments for the year ended 30 
June, 1962, and subsequent years. 





Taxation Principles 
PART Il—THE LIMITS OF TAXATION 


By F. F. KNIGHT, 


President, Taxpayers’ Association of Victoria. 


“CHE State, differing in this from ordi- 

nary individuals, who have to regulate 
their expenses according to their income, 
regulates its income as a rule according 
to its expenses.” Gide wrote this in 1913. 
Last year Professor Parkinson expressed 
the view that the time was long overdue 
for governments to apply the methods of 
individual finance to government expendi- 
ture by attempting to estimate what their 
actual revenue should be. “Given so 
much to spend, how much should be 
allocated to what?” Many will agree with 
him but whatever method is used there 
must be a limit to the taxation which a 
State can impose with safety. What pro- 
portion of the national income can be 
taken? How highly can the individual be 
taxed. 


In 1951 the New Zealand Tax Com- 
mittee said that there was a limit to what 
can be paid in taxes without loss of incen- 
tive, fostering of extravagance and pres- 
sure to pass on the tax in higher prices. 
Colin Clark told this Conference, in 
1948, that taxation which took more 
than 25% of the national income was 
inflationary. He had said so before and 
he repeated it afterwards. Parkinson’s 
views are more detailed in his reference 
to the national income and peace time 
taxation. “At over 10% capital begins to 
migrate. Above 20% avoidance and 
evasion begin. Above 25% there is infla- 
tion. Above 30% there is a decline in 
national influence. At 35% there is 
disaster, complete and final, although not 
always immediate.” 


There has been inflation in countries 
which take more than 25% of the 
national income. The influence of Britain 
and other highly taxed powers has 
declined. Little dictators rob, kill and 
maltreat nationals of great powers with 
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impunity. There may be other reasons 
as well, but over high taxation has played 
its part. “The results of oppressive taxa- 
tion,” according to Parkinson, “are cumv- 
lative and slow.” 


He said that it is possible to tax indi- 
viduals only up to the point of refusal, 
i.e., where they will not pay any more. 
Amongst the ancients this was at about 
10%. If the citizen of Imperial China 
or of the Roman Empire was overtaxed 
it was easier then for him to leave the 
country and find a better hole. The 
Israelites did, in fact, leave Egypt. It is 
not so easy for the present-day taxpayer 
to emigrate or even find a better hole. 
If he can, he will probably be obliged to 
reave most of his wealth behind. 


So the modern State has been able to 
tax directly individuals and companies at 
very high rates. The result is inevitable. 
Mr. Leather, M.P., said, at the Conserva- 
tive Party Conference at Scarborough last 
October, “Income tax is a tax on work 
and the harder one works the more one 
is penalised . . . The reward for success 
today is the privilege of being allowed to 
owe money to a bank. No one in Britain 
can get rich by his own earnings. It is 
impossible. You can get rich by capital 
gains or horses or the pools, but not, by 
work, because the Government won't let 
you.” (Mr. Leather might have added 
that, even if you did get rich, the Treasury 
would present its substantial bill after 
your funeral.) Even though income taxa- 
tion is not so severe here, Mr. Leather’ 
words could apply equally to Australia, 
if you substitute “lotteries” for “the 
pools”. 


The cure for this, according to some 
of our public men, is to put a tax on 
capital gains. This would only impose 


The Australian Accountant, August, 1961. 





afurther burden. It would not help any- 
one to get rich by hard work. But perhaps 
they do not wish to see anyone get rich 
—except by pure gambling. 


Progression must be taken into account 
when we consider the rates applicable to 
income tax and death duties. These rates 
must be arbitrary but they can be most 
unfair in their incidence. Both here and 
in other countries progression has been 
used as “an engine of social justice” to 
redistribute wealth. This has increased 
the revenue and, if we accept Parkinson’s 
second law, that expenditure rises to 
meet income, we can understand why so 
much is still taken in taxation. A tax is 
raised for an ulterior purpose, not be- 
cause the money is needed; when the 
reason for which the tax was raised no 
longer exists, we are told that the needs 
of the revenue do not permit of its aboli- 
tion or substantial reduction. 


I should like to quote some authorities 
on the subject of progression as “an 
engine of social justice”. Stamp discussed 
it thoroughly. His conclusions were: “I 
feel that the doctrine . . . that progression 
finds its true theoretical justification or 
basis in the obligation of the State to 
rectify inequalities in distribution, is partly 
illogical and considerably over-empha- 
sised. In my judgment it does no more 
than lend support to the progressive 
principle, and if given pre-eminence is 
misleading and dangerous.” The view of 
the New Zealand Tax Committee was 
that taxes must be spread; the great bulk 
of income accrued to the lower income 
groups, if you take all the higher income 
in tax, the added revenue would be in- 
significant. Therefore revenue cannot be 
obtained merely by soaking the rich and 
hitting companies harder. Of course, the 
logical result of this so-called equalisation 
is to shift the burden on to lower in- 
comes. Between 1938 and 1949 the 
weight of taxation in Britain increased 
at least fourfold; but taxes of the in- 
comes below £1,000 leapt 615% and 
those above that amount increased 171%. 


It is always difficult to regulate the 
Proper rates of graduation, according to 
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ability to pay in personal income tax. 
Comparisons with other countries must 
be used with caution, owing to a variety 
of factors. For example, what is a com- 
fortable income in one country, may 
amount to near penury in another. It is 
suggested that graduation should not be 
so steep that it discourages either thrift, 
enterprise or ability. 


Assume that a reasonable form of 
progression is achieved. What is the limit 
to which personal income tax can go, 
without reaching the point of resistance, 
when the taxpayer cannot find a better 
hole? The answer is — when incentive 
is severely blunted. Most people will not 
try to acquire more money if the effort 
or risk is not worth while. It is only the 
exceptional man who will work or risk 
his fortune for inadequate nett remunera- 
tion. Even he should not be discouraged. 
Parkinson has quoted the case of a very 
distinguished man who, taking his seat 
as a new director of a very large com- 
pany, complained that his actual emolu- 
ments were a little over one third of the 
new Office boy’s nett weekly pay. 


Graduation should not be applied in 
company tax. It should be applied to the 
income of those who receive profits, and 
not to the machine which produces them. 
We have a slight graduation but it does 
not amount to much. The rate is obvi- 
ously too high, being nearly 40% of the 
taxable income of a large public com- 
pany. What has been said already about 
the effects of such high taxation applies 
to companies. But an unwholesome new 
feature has manifested itself in recent 
years. Some companies have found that, 
on account of taxation, it has been a 
better proposition to raise money on un- 
secured notes than to pay a modest 
dividend. 


It has been said that the obvious 
answer is to disallow this interest as a 
deduction from income. In fact the Gov- 
ernment proposes to take such a course. 
It would be just as obvious to run for 
the bucket and mop when the bath looks 
like overflowing, instead of turning off 
the tap. This action deals with the effect 


413 





and not the cause. It piles one anomaly 
on top of another. It is a severe infringe- 
ment of all the principles on which tax- 
able income is based. The Melbourne 
Age newspaper reported an opinion given 
by a leading British taxation and financial 
expert, Mr. S. R. Chambers. He said “I 
don’t like the taking away of tax deduc- 
tions on interest paid.” This gentleman 
amongst other things was formerly the 
secretary to, and a member of, the In- 
land Revenue Board. It has long been 
an accepted principle of income taxation 
that money expended to earn income is 
deductible. If one class of interest is to 
be excepted, where will it stop? There 
is no necessity to labour this. 


There is an ancient and unchanging 
law that there can be no new wealth until 
someone has practised the old fashioned 
virtue of thrift and saved: in fact all 
wealth is founded on thrift. Wealth takes 
generations to accumulate. One of the 
greatest enemies of thrift is dissipation of 
wealth by over-severe death duties. Un- 
less these duties are reasonable they can 
result in capital erosion; they encourage 
people to slow down and live on their 


capital and to avoid payment by gifts 
inter vivos. 


The death of a member of a partner. 
ship or of a large shareholder in a private 
company may well have a detrimental 
effect on any business undertaking. [f 
the duty is reasonable a prudent man cap 
make arrangements, during his life, to 
provide for it. A charge of nearly 50% 
is not reasonable. 


I have endeavoured to show that taxa- 
tion for ulterior purposes can be over- 
done. The modern view, that the cure for 
most economic ills is higher taxation, is 
dangerous. It has been said that you 
cannot tax land into production but you 
can tax it out of production. This is true 
of any industry. Bigger and better doses 
of the tax nostrum will not revive pro- 
ductivity or enterprise. Sooner or later 
a course of this treatment will have the 
same effect as it had on a mythical old 
soldier. Those familiar with bugle calls 
or Mottram’s “Spanish Farm Trilogy” 
will remember: 

“Sixty four— ninety four, 
He'll never go sick no more. 
The poor blighter’s dead.” 





Notes on Selected Tax Cases 
By D. C. WILKINS, B.Com., A.AS.A. 


SEPARATE NET INCOME 


The Board of Review confirmed 
the Commissioner’s interpretation of 
“separate net income” when dis- 
allowing a concessional deduction 
claimed for a taxpayer’s parent. 


Taxpayer contributed to the main- 
tenance of his mother-in-law, who owned 
and lived in the home occupied by tax- 
payer and his wife. The income of the 
parent, from investments, amounted to 
£143; the house was not income- 
producing, but rates amounting to £49 
were paid during the year. 
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The Commissioner took the view that 
the separate net income of the parent 
was £143, and that by the operation of 
Section 82C the deduction otherwise 
allowable for a dependent parent should 
be reduced by this amount. 


“Separate net income” is not defined 
in the Act. The taxpayer’s representative 
before the Board of Review argued that 
this “net income” should be the gross 
income less direct expenses and less 
direct deductions (such as rates and 
taxes, Section 72) permitted by the Act. 
It was apparently conceded that conces 
sional deductions should not enter into 
the calculation. 
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The Board considered that as the Act 
had not defined “separate net income” 
it should be ascertained in accordance 
with “ordinary usages and concepts” and 
without reference to assessable incomes 
or allowable deductions which may be 
determined by the application of the 
provisions of the Income Tax Assess- 
ment Act. 


Thus the “separate net income” of a 
parent for the purpose of Section 82 C 
is the gross income less the expenses 
incurred in earning it. The rates paid 
may have been an allowable deduction 
in arriving at the taxable income of tax- 
payer's mother-in-law, but they were not 
expenses incurred in earning her invest- 
ment income, and thus were not to be 
deducted in calculating her separate net 
income. 


Reported in 9 C.T.B.R. (N.S.) Case 
13, 10 T.B.R.D. Case No. K.78. 


CONTRIBUTION TO SUPER- 
ANNUATION FUND 


A deduction was allowed of a 
contribution made to a partnership 
retirement fund for the benefit of 
a director of a family company. 


The taxpayer was a partner in a firm 
of public accountants, which established 
a retirement benefit fund for employees. 
Membership of the fund was not re- 
stricted to employees of the firm. In the 
year ended 30 June, 1957, taxpayer con- 
tributed £200 to the fund for the benefit 
of his wife, who was not an employee 
of the firm, but was a director of a 
family private investment company 
which had been formed in 1949. 


The assets of the investment company, 
of which the taxpayer and his wife were 
the directors, consisted mainly of office 
furniture, motor vehicles and shares in 
other companies. The office furniture 
was hired by taxpayer’s firm, and the two 
motor cars were hired by taxpayer and 
another member of his family. 


The deduction claimed by taxpayer 
for the contribution to the firm’s retire- 
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ment benefit fund, for the benefit of his 
wife, was made under Section 79 of the 
Income Tax Assessment Act. This sec- 
tion provides for the allowance of con- 
tributions to a fund providing individual 
personal benefits, pensions or retiring 
allowances for the benefit of an employee 
of a person other than the taxpayer. The 
employee for whom the contribution is 
made must be a resident, and must be 
engaged in the business of his employer 
or employers. For the purpose of Sec- 
tion 79, a director of a company is 
deemed to be an employee of the com- 
pany. 

The taxpayer contended that as his 
wife was a director of the family invest- 
ment company, she was an “employee” 
of that company, that her activities as 
director satisfied the requirement that 
she must be engaged in the business of 
the company, and therefore a deduction 
under Section 79 of the £200 contributed 
to the partnership retirement benefit 
fund was appropriate. 


The Board of Review agreed that, as 
the taxpayer’s wife was a director of the 
company, she should be deemed to be 
an employee of the company. The ques- 
tion to be resolved, therefore, was 
whether taxpayer’s wife was “engaged in 
the business” of the investment company. 


The taxpayer, although described by 
the Commissioner as “the directing mind 
and will” of the company, stated that he 
spent little time in attending to its affairs. 
The accounts were kept by the secretary, 
who was a partner in taxpayer’s firm, 
and there were few investment trans- 
actions. 


Taxpayer's wife, it was stated, attended 
directors’ meetings, and in the year con- 
cerned had taken part in a meeting (not 
recorded in the minutes) at which it was 
decided to increase the rate of hire on 
the motor vehicles. She signed the share 
certificates and occasionally had signed 
the company’s cheques. 


By majority, the Board decided that 
the activities of taxpayer’s wife, when 
considered in relation to the business 
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undertaken by the company, involved 
sufficient participation for her to be de- 
scribed as being “engaged” in that busi- 
ness. Full-time employment, or employ- 
ment to a substantial degree, was not 
required by the words “engaged in the 
business” in Section 79. A real engage- 
ment in the business, even though it is 
fleeting, would be sufficient. “No doubt 
the decisive consideration which promp- 
ted the taxpayer to make the contribu- 
tion he did was that it would ultimately 
benefit his wife. That she was employed 
by and engaged in the business of some 
one other than the taxpayer were con- 
ditions precedent to attaining this object 
and not considerations motivating the 
contribution itself. However foreign this 
may be to the ordinary concept of em- 
ployee superannuation it does not appear 
to take the present case outside the sec- 
tion.” 


The Chairman (Mr. W. M. Owen), 
dissenting, was of the opinion that “en- 
gaged in the business” in Section 79 
means actively engaged in the business, 
even though the period of time occupied 
is short, but does not include a mere 
token or nominal engagement. He con- 
sidered that the whole of the company’s 
affairs were directed by the taxpayer and 
that taxpayer’s wife had not taken part 
in any business activity in relation to the 
company. 


Reported in 9 C.T.B.R. (N.S.) Case 
26, 10 T.B.R.D. Case No. K71. 


INCOME FROM TRUST ESTATE 


The Board of Review decided 
that two separate income producing 
funds should be treated as one 
trust estate for the purposes of Sec- 
tion 99 of the Income Tax Assess- 
ment Act. 


Under the terms of a deed of settle- 
ment for the benefit of A, the income of 
the “Trust Fund” (representing the pro- 
perty originally settled) was to be paid 
either wholly or in part to A or applied 
for her benefit as the trustees saw fit. 
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The income of the trust fund which 
was not so paid to A or applied for her 
benefit was accumulated by the trustees 
and invested, and any income arising 
from such investments was to be added 
to the accumulations. The trustees were 
permitted to resort to the accumulation 
of any previous year for the purpose of 
application for the benefit of A. 


Accounts of the settlement had been 
prepared on the basis that two separate 
funds existed, one being the shares and 
investments originally settled, the other 
being the investments representing the 
moneys not paid to or applied for the 
benefit of A, but accumulated at the 
discretion of the trustees. 


The Commissioner issued one assess- 
ment under Section 99 on an amount of 
£4,424, consisting of £3,099 income of 
the trust fund to which no beneficiary was 
presently entitled, and £1,325 income of 
the accumulations fund to which no 
beneficiary was presently entitled. 


The trustees objected to this assess- 
ment, contending that two separate trust 
estates existed for the purpose of Section 
99, one consisting of the trust fund, pro- 
ducing income which had not been 
applied for the benefit of A, but accumv- 
lated, the other consisting of the fund of 
accumulated income which in turn pro- 
duced income and was held on trust for 
the beneficiary. “The settlement makes 
no provision for the coalescence of the 
trust fund capital and the accumulations 
fund capital in any circumstance and 
while the trustee may distribute as current 
income all or any portion of the income 
derived from the trust fund capital i 
any one year, he may not distribute al 
or any portion of the income derived 
from the accumulations fund capital in 
the same year.” 


The Commissioner took the view that 
no two separate trust estates existed but 
that the manner in which the accumule 
tions in the fund were treated merely 
reflected the administrative duties of the 
trustees, and that two separate funds 
were not thereby created. 
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The Board of Review expressed the 
opinion that the accumulations, which 
were not to be treated as accretions to 
the trust fund, did in fact form a separate 
fund. However, it was considered that 
the words “a trust estate” in Sections 95 
and 99 mean “an interest or estate in 
certain trust property and not the pro- 
perty itself”. “The Section (s. 99) is, I 
think, concerned with the income flowing 
from a beneficiary’s legal interest or 
estate in certain trust property where, 
for instance, that interest is not vested in 
possession Or is postponed pending some 
contingency. Its effect is to tax the in- 
come which flows from as many such 
interests as exist in certain trust property 
in the hands of the trustee as income of 
separate taxpayers.” 


The fact that there were two income- 
producing funds did not mean, therefore, 
that there were, for the purposes of 
Section 99, two trust estates. And, as 
both the undistributed income of the 
trust fund and the income of the accumu- 
lations fund were accumulated for the 
benefit of the same beneficiary (A), there 
were not two separate beneficial interests 
in the trust property concerned. 


It was accordingly decided that the 
whole of the income of the trust estate 
to which no beneficiary was presently 
entitled (whether arising from the trust 
fund or the accumulations fund) should 
be assessed to tax in the hands of the 
trustees under Section 99 of the Act. 


Reported in 9 C.T.B.R. (N.S.) Case 
27, 10 T.B.R.D. Case No. K69. 


AVERAGE INCOME 


The receipt of proceeds of the 
sale of plant, in a year subsequent 
to the conclusion of primary pro- 
duction activities, did not consti- 
tute the carrying on of a business 
of primary production. 


The taxpayer, during the years 1951- 
1957, conducted a poultry and mixed 
fam, and was thus carrying on a busi- 
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ness of primary production, for the pur- 
poses of the application of the averaging 
provisions of the Act. 


The farm land and equipment were 
sold early in 1958; however, a tractor and 
plough had been forwarded to a firm 
“on sale or return” and, although the 
actual date of sale was not ascertained, 
payment was made in September, 1957. 
During the year ended 30 June, 1958, 
taxpayer’s assessable income included 
£270 representing recouped depreciation 
resulting from the sale. 


Taxpayer’s claim was that the averag- 
ing provisions should apply to his in- 
come of the 1958 year, when he was 
employed as a clerk, because of the in- 
clusion of the income arising from the 
business previously conducted by him. 


Division 16 of the Act, which pro- 
vides for the averaging of incomes, ap- 
plies only to taxpayers who are primary 
producers, and any year in which a tax- 
payer was not carrying on business as a 
primary producer shall not be counted 
as an average year. 


The Board of Review had to decide 
whether the fact that taxpayer received 
the proceeds of the sale of the tractor in 
September, 1957, representing “the final 
act in the winding up of his primary 
production business” was sufficient to 
constitute him a primary producer for 
the 1958 income year. During that year, 
of course, nothing was produced directly 
from activities which are included in the 
definition of primary production in the 
Income Tax Assessment Act. 


It was considered that “the question 
whether a person has ceased to be en- 
gaged in trading, or to carry on a par- 
ticular business” is largely one of degree; 
in this case the receipts of the proceeds 
of sale of the tractor, involving the 
assessment of recouped depreciation, 
was “less than sufficient” to constitute 
the carrying on of a business of primary 
production in that year. 


Reported in 9 C.T.B.R. (N.S.) Case 
28, 10 T.B.R.D. Case No. K81. 
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The Urge to Merge 


By W. IAN POTTER, B Ee. 


The eighth annual endowed lecture sponsored by the Australian 
Society of Accountants in the University of Sydney and delivered 


on 6 July, 196]. 


Let me begin with two quotations— 


(1) “The number of individual organisations 
in many trading and manufacturing indus- 
tries are really decreasing and this is a 
clear confirmation of the decrease or 
elimination of opportunity. New enter- 
prises in a monopolised trade cannot start 
. . . General laxity in control . . . is liable 
to follow the elimination of competition. 
With command of the market there is not 
the same inducement to improve methods.” 
“The far more insidious danger in present 
conditions [is] that companies will take 
out their monopolistic profits, not in 
money, but in laxity of organisation and 
technique.” 

The latter statement appears in an 
article in the Nation of 8 November, 
1958. The first quotation, however, is 
made from a work entitled “The Trust 
Movement in Australia” published, it is 
interesting to note, in the year 1914. So 
when we come to consider the merger 
movement in Australia in recent years 
it is apparent that we are not dealing 
with a modern phenomenon, but with 
a tendency which for some fifty years 
has been inherent in our economy. 

I should, perhaps, briefly define what 
we mean by “merging”. This expression 
is intended to cover the joining up of 
one company (or group of companies) 
with another, whether by way of straight 
amalgamation, normally through a hold- 
ing company, or by absorption of one 
company by another. 


But by far the greatest number of 
mergers in Australia since World War II 
has taken the latter form. Such mergers 
are colloquially known as “take-overs” 
and it is they which have attracted the 
greatest interest. 


A good deal of literature is now avail- 
able on the subject. In the Australian 
context, we are fortunate in that a Ful- 
bright research student, Mr. John A. 
Bushnell of Yale, devoted his Australian 
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visit to a detailed study of Australian 
mergers covering, in fact, 1,100 of them 
and the results of his investigations have 
been published in his book, Australian 
Company Mergers, 1946-1959. For 
those who may be interested in a detailed 
analysis of the merger movement in the 
post-war period in Australia, I can re- 
commend this interesting and well-written 
book. 


Mergers in Australia have taken a 
variety of forms. In some cases, com- 
panies have been completely amalgamated 
or absorbed in others. At the other end 
of the scale, we find that the mergers 
have taken the form of the acquisition 
of as little as 50% of the ownership of 
the merged company. In the latter case, 
it is important to differentiate between an 
investment and a merger in the true 
sense. An investment, I suggest, is the 
acquisition of a share interest in a com- 
pany merely or mainly for the purpose 
of deriving dividend income therefrom. 
On the other hand, a merger must have 
as its basic concept the right to control 
or to decide the policy of the company 
that is merged. This, as you will appre- 
ciate, can and does occur even though 
a large minority (or even a majority) of 
the shareholding interest is held by other 
than the absorbing company. 


I am sure that this audience is sophis- 
ticated enough to appreciate the fact that 
the control of the policy of a company 
is mainly in the hands of management, 
qualified in varying degrees, according to 
circumstances, by the board of directors. 
Since management is virtually responsible 
to and controlled by the board, and since 
in ordinary circumstances a_ substantial 
block vote can generally decide matters 
raised at shareholders’ meetings, thet 
once the merging company becomes ¢n- 
trenched at the board table of the merged 
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company, it is in a position to plan the 
long range policy of that company with 
little fear of disturbance. 


However, most if not all, mergers in 
Australia have been carried through with 
the utmost probity and with the con- 
currence of the great majority of share- 
holders of the companies taken over. I 
am, however, making the point that it is 
the right to decide policy that is the 
goal of all genuine mergers and that this 
may not necessarily involve complete 
ownership. 


In the time available to me, it is not 
possible to go very deeply into the statis- 
tical side of the merger movement in 
Australia since World War II. One or 
two observations will be of interest to 
you. I have had extracted the figures for 
the Stock Exchange of Melbourne (which 
do not vary greatly from those of the 
Sydney Exchange) for industrial com- 
panies on the list, capital of such com- 
panies and of mergers over the last six 
years. The figures indicate an interesting 
trend. 


STOCK EXCHANGE OF MELBOURNE 


Mergers 
Paid Up or 
Year Companies Capital Take- 
on List £ million overs* 
1955 706 620 
1956 7il 693 
1957 726 794 
1958 735 852 
1959 717 919 
1960 721 1045 


* Between industrial companies. 


Industrial 


The interesting feature is that since 
1958, the actual number of companies 
listed has declined while the quantum of 
capital issued by listed companies has 
grown by over 20%. The basic reason 
for this is the amalgamation or absorp- 
tion of listed companies referred to in 
the last column. 


The incidence of mergers in Australia 
has varied a good deal over the post-war 
period. There have been quite well- 
defined phases of mergers, although those 
phases have stemmed from quite different 
causes. To gain a proper appreciation 
of this, it is useful to examine the charac- 
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teristics of company organisation in Aus- 
tralia and the changes that have been 
occurring in our corporate structure over 
the past forty years. 


Thirty or forty years ago, the normal 
Australia company was quite small. In 
fact, the great preponderance of com- 
panies in those days was proprietaries 
usually running family businesses. 


Of course, Australia has always had a 
number of important large companies. 
Historically, this is easy to explain. For 
the first quarter of this century, Aus- 
tralia’s basic productive activities were 
rural and mining. The Australian mining 
industry has been of tremendous impor- 
tance in setting the pattern for some of 
the developments of the past twenty 
years. 


True it is, that a great deal of this 
industrial growth stemming from mining 
activities arose from a desire to diversify 
and to find some continuity for the em- 
ployment of shareholders’ funds at such 
time as the mining operations, due to the 
depletion or declining grade of ore bodies, 
were no longer profitable. But the fact 
remains that the Australian mining in- 
dustry gave rise to such important Aus- 
tralian industries as steel making and 
all the subsequent developments thereof, 
paper manufacture, large sections of the 
chemical industry and superphosphates, 
to mention but a few. 


It is the group comprising family busi- 
nesses or proprietaries that has figured 
mainly in the Australian merger move- 
ment in recent years. These smaller 
units, especially in the field of manufac- 
ture, were given particular impetus dur- 
ing the last war when industrial develop- 
ment was essential to our survival. Small 
companies were encouraged, and even 
financed by the Government, to engage 
in the manufacture of many items that 
were until then, beyond the scope of 
Australian industry. In the immediate 
post-war period, some of these units were 
able to apply their new techniques to 
satisfy Australia’s needs for a variety of 
products that were in short supply 
throughout the world. Such companies 
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rapidly expanded and became the main 
elements in a later phase of the merger 
movement as it reached its heyday in the 
1950’s. 


Apart from this group, however, there 
were many companies that, having been 
built up by war-time conditions, had no 
particular direction in which to move. 
It was these companies, in the main, 
that provided the raw material for the 
first post-war phase of the merger move- 
ment in this country. In that time, many 
proprietary companies were merged with 
larger industrial units who could find 
utilisation for their equipment and per- 
sonnel not available to the former pro- 
prietaries. 


This movement was perhaps fostered 
by the continuance of Capital Issues 
Control in the five years after the War. 
This control placed serious limitations 
upon the recapitalisation of smaller com- 
panies for the purpose of developing into 
public companies in their own right. 
Larger companies with substantial cash 
balances, which was a characteristic of 
the period, were able to make take-over 
offers on mutually attractive terms. 
Capital Issues Control was abandoned 
early in 1950 and following the outbreak 
of the Korean War in that year, with its 
consequential stimulus to Australian ex- 
ports, the country underwent a period of 
great activity in the field of company 
finance in which mergers figured very 
prominently. Mr. Bushnell’s researches 
disclose that from 1947 to 1951, the 
yearly mergers in Australia moved as 
follows:— 32, 34, 59, 76, 84. The 32 
mergers in 1947 involved cash or other 
consideration of £5,510,000. In 1951, 
the 84 mergers then effected accounted 
for a total consideration of £32,339,000. 


Quite apart from the general economic 
climate, the increasing tempo of mergers 
was due in a large part to the relaxation 
of war-time controls on stock exchange 
prices, resulting in rising stock exchange 
quotations. In this period was developed 
the technique of take-overs using as con- 
sideration the shares of the merging com- 
pany. It soon became apparent that 
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there were great advantages to be derived 
from the premiums above par value jp 
the market price of the shares of the 
acquiring company. 


The economic setback which followed 
the cessation of the Korean War is re- 
flected in the declining tempo of the 
merger movement in Australia in the 
early 1950's. In the middle of that de- 
cade, however, the movement got under 
way once more, reaching its crescendo 
in 1959. 


In this later period, the number and 
size of mergers reached very significant 
proportions. In relation to the size of 
the Australian economy, it exceeded the 
parallel movement occurring in the 
United States. There are, of course, 
serious limitations upon mergers in 
America, due to the operation of anti- 
trust legislation. Neveriheless, as Mr. 
Bushnell has discovered, only 22 of post- 
war Australian mergers that he examined 
would have been suspect under Ameri- 
can law. The integration of corporate 
units in this country, therefore, has had, 
in the main, a sound economic founda- 
tion, about which I shall have more to 
say later on. But I should emphasise 
here, the great importance in the Aus- 
tralian situation of the relatively small 
size of the norm of corporate units. Quite 
apart from the special impetus that it re- 
ceived from war-time conditions, it is 
probable that the merger movement in 
Australia would have developed in the 
past fifteen years as it has in other 
countries. 


Types of Mergers 

It is necessary to classify mergers into 
two main groups, according to the cor- 
porate relationships that it is desired to 
achieve. Generally speaking, there are 
two main categories. The first can be 
defined as vertical and the second as 
horizontal. Vertical mergers are aimed 
at the integration of industrial units, 
either backwards or forwards. Backward 
integration is involved when a compaly 
acquires one of the suppliers of its basic 
raw materials or suppliers of some séf- 
vice essential to its manufacturing operfa- 
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tions. Forward integration is involved 
when the acquiring company merges with 
a company engaged in manufacture at a 
later stage of production or even in the 
distribution of the acquiring company’s 
products. It is not difficult to recognise 
many examples of vertical merging. 


Horizontal mergers, on the other hand, 
are intended primarily to diversify the 
operations of the merging company. 
However, horizontal mergers would also 
include those achieved between com- 
panies engaged in the same stage of 
production of identical items. 


In Australia, we have had many ex- 
amples of both types of merging, but in 
contrast with the United States, it may 
be said that the element of vertical inte- 
gration is much greater proportionately 
in Australia, due largely no doubt to the 
operation of anti-monopolistic legislation 
in the United States where horizontal 
mergers are of far greater significance. 


Incentives to Merge 


The causes underlying the merger 
movement in Australia and elsewhere are 
many. Indeed, there is so much to be 
said on this point that I have been forced 
to limit my observations to the more 
important aspects of the matter. Mr. 
Bushnell has made a most exhaustive 
analysis of the causes of individual com- 
pany mergers in the post-war period but 
some of the factors that he introduces 
appear to me to be relatively unimpor- 
tant as compared with a few major con- 
siderations which I suggest are the follow- 
ing:— 

Economies of large scale operations; 

Taxation and estate duty; 

Advantages of diversification; 

Advantages of vertical integration; 

Reduction of competition; and . 

Fear of economic and financial uncertainty. 


I hardly need to emphasise that direct- 
ly or indirectly, economy of large scale 
Operations has been a major reason for 
the merging of Australian companies in 
the post-war period. As Australia has 
developed its industrial techniques, it has 
become more and more obvious that, to 
match the productive efficiency of more 
advanced industrial countries, we must in 
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many cases increase the size of our in- 
dustrial operations. Australian industry 
suffers from the initial disadvantage that 
the Australian market is relatively much 
smaller than those catered for by com- 
parable industries abroad. And so, under 
pressure to compete with imports or in 
competition with large Australian pro- 
ducers in their own field, Australian 
manufacturers are being compelled more 
and more to adopt the most up-to-date 
methods of production. Two conse- 
quences emerge. One is that in a re- 
latively small market the adoption of 
mass production methods by even a small 
proportion of producers will create sur- 
pluses. The other is that the high cost of 
re-equipping for mass production places 
it beyond the reach of any but the stron- 
gest operators. Both these factors create 
a climate favourable to mergers. 


The trend of Australian industrial 
organisation over the next decade may 
well be one in which those units which 
are unable or unwilling to adopt large 
scale productive techniques must in- 
evitably fall into the hands of- stronger 
groups, leaving for the smaller units those 
areas of economic activity in which mass 
production is not essential to survival. 


Taxation has probably influenced the 
greatest number of mergers in Australia 
since the War. This influence has 
operated in two ways. Firstly, it has 
affected the proprietors of small busi- 
nesses, especially those not qualified to 
convert to public companies. The bur- 
den of taxation on the profits of small 
businesses in Australia is completely dis- 
proportionate to that borne by public 
companies. The conception in Australian 
tax law of “minimum retentions” is of 
some assistance in enabling private com- 
panies to retain a modest quantum of 
earnings without penalty. Nevertheless, 
if a private company should succeed and 
its profits rise, then automatically the 
additional earnings become subject to un- 
distributed profits taxation. 


Compare this situation with a public 
company which can retain its earnings 
without further tax. Quite obviously, this 
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situation is loaded very heavily in favour 
of the larger organisation which can use 
its taxation advantages in formulating 
attractive take-over proposals to smaller 
private companies who are stultified by 
onerous taxation. 


The impetus to sell out is further 
aggravated by the operation of estate and 
succession duties. There are difficulties 
enough in negotiating the sale of share 
interests in private companies, and these 
are intensified when these shares must be 
sold at short notice to pay probate duty. 
Still further complications arise from the 
uncertainties and delays in the valuation 
of the shares of small companies on the 
death of proprietors. 


The profit risks inherent in modernis- 
ing equipment or in expanding operations 
vertically or laterally by utilising up-to- 
date techniques are obviously more 
readily borne by larger company units. 
The present taxation system enhances 
this advantage. Larger companies are 
able to offset, for taxation purposes, the 
losses on new operations against the 
profits on existing activities. Smaller 
companies without the same quantum of 
existing profits (which, in any event, may 
already be affected by taxation on undis- 
tributed profits) may be unable to con- 
template such expenditures and _ the 
merging with a larger company may be 
the only alternative to decline or eventual 
extinction. 


Quite apart from these operational as- 
pects, there are from the taxation angle, 
positive attractions and advantages for 
a private company to merge with a public 
company. Accumulated profits which 
would be taxable in the hands of the 
proprietors if distributed, can be sold as 
part of the net worth of the merged 
business, so that these profits are re- 
ceived as capital gain and not as income. 


The pressure to merge for diversifica- 
tion comes mainly from the acquiring 
company. There are many obvious 
reasons why companies seek to diversify. 
Extension of operations into parallel fields 
of activity may provide a hedge against 
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the future of its main business. There 
are many such cases, for example, ac. 
quisition of interests by textile companies 
in other companies handling competitive 
fibres; the expansion of timber com- 
panies into steel distribution by acquiring 
control of companies in that field; the 
extension of the shipping industry into 
coal mining and so on. 


This sort of pressure is, in my view, 
likely to continue. Quite a few Aus- 
tralian companies that have gained sub- 
stantial success in the past decade are 
now finding their main spheres of activity 
are, or are likely to become, somewhat 
overcrowded. With their shares standing 
at substantial premiums, they are able to 
offer attractive take-over terms for 
parallel or even quite unrelated busi- 
nesses. 


There are other sound reasons to 
diversify. It is frequently possible in this 
way to achieve substantial economies in 
administration, finance or in distribution, 
all of which, since it implies better utilisa- 
tion of resources, may be regarded as 
socially desirable. 


We reached somewhat similar conclu- 
sions in regard to mergers entered into 
for purposes of vertical integration. This 
particular element in the pressure to 
merge in Australia, however, has little 
relevance except in areas of large scale 
operations. The basic reason for this is 
the relatively small size of the Australian 
market. Serious problems may arise if 
control is acquired by a merging company 
either of sources of raw material supply 
or of distribution facilities, if the busi- 
nesses to be acquired are serving in addi- 
tion to the take-over company, the needs 
of a substantial proportion of the market 
apart from that company. 


A similar position would arise if the 
acquiring company endeavours to acquife 
a substantial proportion of its avenues of 
distribution. Australian experience has 
shown, for example, in the field of paper 
and paper board, that customer resis 
tance can become a very real factor @ 
preventing such steps. 
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This leads us logically to a considera- 
tion of the part that competition has 
played in mergers that have occurred in 
Australia since the War. In point of fact, 
limitation or reduction of competition 
has been the motive in relatively few 
cases (in fact, less than 10%) of the 
mergers that have been consummated in 
that period. I do not wish to infer from 
this that competition has not played an 
important part in bringing about mergers. 
But there are two aspects of the matter. 
Apart from the 10% of cases referred to 
in which limitation of competition was 
the objective, some mergers have been 
prompted by a desire to meet the com- 
petition of aggressive expansion from 
rivals in the same industry. There are 
many cases of the latter, for example, in 
the field of can making, packaging, ap- 
pliance manufacture and hotel owner- 
ship. 

Factually, therefore, it cannot be said 
that mergers in Australia have done much 
to create monopolistic positions. Ob- 
viously, there are elements in the situation 
that call for closer scrutiny, and I shall 
come back to these aspects in assessing 
the overall problem. I should at this 
stage, however, remind you that some of 
the largest and most effective Australian 
companies such as, for instance, The 
Broken Hill Proprietary Company have 
not basically achieved their strength as a 
result of mergers but mainly, perhaps 
exclusively, because of the skill and drive 
of management. If these companies are 
monopolies, then they have achieved that 
position by the sheer unattractiveness of 
competing with them. 


I come finally to the sixth reason that 
I have advanced for the merger move- 


ment in Australia. The fear of uncer- 
tainty of the future is a factor that plays 
an important part in every field of human 
endeavour and especially in the economic 
one. 


In stable economic conditions, and in 
the closed economic structure that Aus- 
tralia has enjoyed with little interruption 
since the war, the element of uncertainty 
has been of relatively little importance. 
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But this very. stability has created a 
psychological situation in which a change 
for the worse, such as we have recently 
experienced, may have very profound 
effects upon the attitude of the individual 
towards the future. Moreover, largely as 
a result of the growth of larger scale units, 
the prospects of becoming a capitalist 
entrepeneur figure less and less in the 
outlook of the average man. As techni- 
cal and specialised education becomes a 
more important and accepted part in the 
lives of most people, then at an early 
stage in life, the average person is com- 
mitted to a career in which his prime 
ambition is professional or executive 
achievement. In all this, the prospects 
that we will go on developing what we 
colloquially refer to as “tycoons” of a 
type that have been largely responsible 
for the creation and establishment of 
Australian industry, appear rather re- 
mote. 


These same factors, no doubt, have 
an important effect even in the second or 
third generation amongst the proprietors 
of small businesses. There are some 
outstanding exceptions, and this perhaps 
is the remaining area from which we may 
expect to draw the industrial entrepre- 
neurs of the future. 


Nevertheless, it seems inevitable in the 
situation I have outlined, that there is 
likely to be a tendency for the proprie- 
tors of small businesses to rid themselves 
of the worries and responsibilities of 
operating their organisations in the face 
of growing or recurrent economic uncer- 
tainty. The softening of incenitve to 
create new businesses has its counter- 
part in the desire to avoid or diminish 
responsibility by getting alongside power- 
ful organisations, especially since in do- 
ing so many other countervailing attrac- 
tions, such as taxation advantages and 
liquidity, may be enjoyed. 


Legislation to Control Mergers 


One of the inevitable results of the 
trend to merge, especially through the use 
of the take-over bid, has been pressure 
to bring such operations within the scope 
of legislation. As we know, the United 


423 





States has for many years had legislation 
which has effectively contained the ten- 
dency towards mergers and amalgama- 
tions and has thereby retained much of 
the competitive element in the American 
economy. The recent convictions under 
anti-monopolistic legislation in the 
United States are a sharp reminder that 
that country will not tolerate any depar- 
ture from this policy. 


In Great Britain also, considerable 
thought has been devoted to this subject. 
Legislation directed against restrictive 
practices has been in existence in the 
United Kingdom for a few years now. 
In the sphere of company organisations, 
however, Great Britain has resisted any 
legislative control. In July, 1959, the 
British Government set up a committee 
comprising the main elements of the 
British money market, including issuing 
houses, accepting houses, investment 


trusts, insurance companies, trading banks 
and the stock exchange, for the purpose 
of considering the whole problem. This 
committee reported very strongly against 
any legislative control. In its first report, 


it makes the point that amalgamations 
have been a feature of commerce from 
its earliest beginnings and most big 
British companies have grown to their 
present size as a result of them. They 
suggest that mergers in Great Britain have 
arisen from the desire to achieve econo- 
mies of optimum size, the need to ration- 
alise in industry, and the desire of owners 
of private businesses to avoid complica- 
tions of estate duty on their death. 
Amalgamations, they say, have been 
stimulated by the rapid fall in the value 
of money, by high taxation, and by the 
distortion of the economic situation 
through Government action. 


The committee held that no compre- 
hensive code governing all types of take- 
over bids could possibly be formulated. 
It contended itself with setting out the 
basic principles and practices that should 
operate in regard to take-over bids, no 
matter how they may be made. The 
committee suggests that there must be 
no interference with the free market in 
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the shares and securities of companies; 
that the shareholder should be free to 
decide whether to sell or retain his 
shares; that he should be provided with 
relevant information to reach a decision; 
in fact, the interests of shareholders are 
accepted as the main criterion. This ap- 
proach in effect places prime respon- 
sibility upon the directors of offeree com- 
panies who are on notice to inform their 
shareholders fully when offers are re- 
ceived. 


In short, the British committee has 
set out a blueprint for the behaviour of 
directors of companies in dealing with 
take-over bids. Its effectiveness is to be 
based on the record and prestige of the 
British financial system, which for gene- 
rations has operated effectively with a 
minimum of legislative or external inter- 
ference. 


In Australia, the first steps to legislate 
in regard to mergers were taken by the 
Australian Associated Stock Exchanges 
which in 1956 adopted procedures initi- 
ated by the Melbourne Exchange a short 
time before. The whole purpose of the 
stock exchanges’ approach to take-over 
bids is to ensure that these bids are 
made as openly as possible, that the 
take-over offer is submitted first to the 
directors of the company to whom the 
offer is to be made, and that all relevant 
information regarding the merging com- 
pany is made available to the share- 
holders of the other company, in cases 
where the offer includes an exchange of 
shares in whole or in part. 


Similarly, the stock exchanges pre- 
scribed procedure for companies receiv- 
ing take-over offers. Briefly, the receiv- 
ing company is required to pass on the 
offer to its shareholders through the stock 
exchanges with the minimum of delay 
and to advise them of their own attitude 
toward it. 


By and large, the conditions prescribed 
by the Australian stock exchanges proved 
effective, although in the absence of 
sanctions, aggressive take-over bidders 
occasionally have failed to observe the 
procedure set down. 
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No doubt, it would have been prefer- 
able to have left the supervision of take- 
overs in the hands of the stock exchanges, 
but unless the exchanges were prepared 
to take the extreme measure of delisting 
offending companies, it was obvious that 
the rules for take-over procedure would 
fall more and more into disuse. As a 
consequence, it is not surprising that the 
new Uniform Companies Legislation 
which has, I understand, been adopted 
by the Attorneys-General of the various 
States, should include a section designed 
to regulate take-over offers. 


As this legislation has still to be 
brought down in the various Parliaments, 
it is perhaps premature to discuss it in 
detail. It is sufficient to say that the 
principles worked out by the stock ex- 
changes have been adopted but substan- 
tially widened and strengthened. The 
form of offer must conform to that pre- 
scribed in the new Tenth Schedule of the 
draft legislation and it calls for the pro- 
vision of information about the offeror 
company comparable with that required 
by the prospectus provisions of the Fifth 
Schedule. Where cash is part of the con- 
sideration, the bidding company must 
even state details of the arrangements 
that have been made to secure this cash. 
Details of any compensation to directors 
for loss of office must be stated, as too 
must any material change in the financial 
position of the offeree corporation since 
the last balance-sheet. Where shares are 
part of the consideration, full particulars 
of movements in share prices of the 
offeror company and the sale price just 
before the announcement of the offer 
must be given. On receiving the offer, 
the offeree corporation shall within four- 
teen days of receiving the offer give a 
statement to the offeror company stating 
whether its board has any objection to 
the offer being made and if not, whether 
it is prepared to recommend it to the 
shareholders. The statement must in- 
clude particulars of the shareholders of 
the directors and their intentions in re- 
gard to the offer; whether any of the 
directors hold shares of the offeror com- 
pany; whether any compensation for loss 
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of office by any of the directors is in- 
tended; and whether there has been any 
material change in the financial position 
of the offeree company since the last 
balance-sheet. 


Copies of these statements by the 
offeree and offeror company respectively 
must be forwarded to shareholders of the 
offeree company attached to the take- 
over Offer. Very severe penalties are 
provided for failure on the part of officers 
or directors of either corporation to com- 
ply with the legislation. 


It should be noted that the proposed 
legislation is not directed to prohibit take- 
over Offers. It is entirely intended to 
ensure that they are made properly and 
that they give to shareholders of the 
offeree company all the information that 
they are entitled to have in considering 
the proposal. No honest board of direc- 
tors could object to the provision of in- 
formation required to be provided nor 
to the procedure set down. 


Consequences and Problems 


Legislation, however, merely places a 
policeman to control the traffic. The 
question still remains whether the traffic 
is headed in the right direction and when 
we consider Australian mergers from this 
angle, we find there is considerable room 
for a divisioin of opinion. It is not pos- 
sible to say in as many words that the 
consequences of mergers have been either 
beneficial or bad. Many, probably most, 
mergers have been based upon sound 
principles of business and it is not enough 
to point to those that have not, in con- 
demnation of the whole movement. 


Our analysis so far makes it clear that 
the trend towards mergers in Australia in 
the post-war period has been a logical 
development in the circumstances. Fur- 
thermore, on balance, mergers generally 
have probably produced advantageous 
results from the national standpoint. They 
have, for example, made possible a better 
utilisation of economic resources and 
man-power which, in an expanding eco- 
nomy, have been in short supply. They 
have also created conditions favourable 
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to greater productive efficiency, although 
there may be some argument as to 
whether this efficiency has necessarily 
followed. They have too, I think, tended 
to produce greater stability in industry. 


In considering this matter, we must be 
careful to avoid involving ourselves in 
ideological or philosophical arguments 
that suggest that size and success alone 
are sufficient basis for criticism. We must 
be objective and specific about the weak- 
nesses, if any, that integration has or may 
produce. 


We are all concerned about any sug- 
gestion of monopolistic organisation. We 
realise that monopolies become arrogant 
and, if free from competitive pressure, 
become unprogressive and even ineffi- 
cient. But when we seek for evidence of 
actual monopoly in Australia, we are 
hard pressed to find it. Even the most 
assiduous investigators have been able to 
put their fingers on only two such indus- 
tries in Australia — steel and glass- 
making. The steel industry, as we have 
seen, is a special case and furthermore, 
The Broken Hill Proprietary Company 


has no complete monopoly as large parts 
of the field are enjoyed by strong com- 
petitive companies. Furthermore, poten- 
tial competition from substitute materials, 
such as aluminium, is likely to be an 
important corrective as time goes by. 


In fact, on the score of monopolies, 
Australia’s record in the post-war period 
is a good one. In that period, several 
monopolistic situations have been broken 
down. In the chemical field, four or five 
large new corporations are competing 
where previously there was but one of 
any importance. In 1946, Australia had 
one small oil refinery. We now have 
nine with one, or perhaps two more, to 
be constructed. At least six companies 
are engaged in this field, with a substan- 
tial element of Australian ownership. 
Paper manufacture, previously occupied 
by three large companies in complemen- 
tary fields, has had to face competition 
from two important newcomers with a 
third in the offing. A monopoly in in- 
dustrial gases is now competing with two 
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important newcomers, one of world stand- 
ing. Airline operators and ship owners 
find themselves with active competition 
from Government-owned organisations, 


It is interesting to compare the present 
situation with that outlined by H. L, 
Wilkinson, in 1914. In his book, Wilkin- 
son refers to monopolies and _ trusts 
existing in many fields, including ship- 
ping, sugar, tobacco, coal, building 
materials, flour, chemicals, jams and 
others. The atmosphere of the situation 
that he portrays is vastly different from 
that existing today. Not only have these 
monopolies been successfully challenged, 
but the whole background of Australian 
industry portrayed by Mr. Wilkinson, 
based as it was upon overseas or family 
control, has completely altered and given 
place to a widespread element of Aus- 
tralian ownership which, associated with 
the trend to enlightened company legis- 
lation, has produced a completely dif- 
ferent picture. 


There is no evidence that big com- 
panies in Australia are, as a group, ex- 
tracting extortionate profits from the 
consumer nor are they paying excessively 
high dividends. Nor indeed is there any- 
thing to suggest that big business has 
succeeded in controlling or unduly in- 
fluencing Government policy. There is 
nothing analogous to the situation that 
provided the background for anti-trust 
legislation in the United States. Never- 
theless, it would be quite wrong to assume 
that this means that nothing can be said 
in criticism of current tendencies in Aus- 
tralian corporate structure. If anything, 
things have been a little bit too easy for 
most Australian companies and this has 
led to a situation in which short term 
benefits have sometimes been considered 
aS more important than long range 
growth on sound lines. This must not be 
interpreted as a general criticism of Aus 
tralian industry which, in the main, has 
performed prodigiously in recent yeals 
but, nevertheless, success has in some 
instances encouraged the adoption of 
lower standards with a tendency to lay 
undue emphasis on quick capital bene- 
fits. 
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In this atmosphere, it is not surprising 
that some aspects of Australian mergers 
since the war call for criticism. For in- 
stance, the technique developed during 
the 1950’s of using high premiums in 
share values (as a sort of inflated 
currency) to make bids for other busi- 
nesses on terms that the recipients can- 
not refuse, contains many dangers. First 
of all, the bidding company has at times 
been tempted to make an offer for 
another business without due regard, I 
fear, as to whether it is a sound ac- 
quisition in a physical sense. In terms 
of the bidder’s balance-sheet, the assets 
and earning power to be acquired, appear 
to be bargains and that has apparently 
been sufficient. 

Very often, however, this temptation to 
acquire something new has distracted 
management from the proper control and 
development of the bidding company’s 
main business. There is always some- 
thing fascinating about playing around 
with a new acquisition rather than stick- 
ing to your last and in many cases, it is 
true that the time, effort and capital ex- 
pended could better have been devoted 
to expanding or modernising the basic 
business of the bidding company. 


In some cases (fortunately well in the 
minority), there have been instances of 
companies acquiring other businesses to- 
wards the end of their financial year and 
incorporating the profits of the companies 
taken over in their accounts for that 
period, even though the newly acquired 
businesses have been held for quite a 
short time. The profits of the acquired 
companies in the year of acquisition are 
usually not known to the public, so that 
the extent to which the profits of the 
acquiring company have been bolstered 
is obscured. 


From the viewpoint of the shareholders 
of the companies taken over, the apparent 


profit in the transaction is generally 
sufficient in itself to justify acceptance. 
Experience both here and in Great 
Britain suggests that shareholders are en- 
lrely influenced by the immediate ap- 
Parent capital gain. Even though their 
directors may advise against acceptance, 
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they frequently, perhaps generally, take 
the bait. Very often the capital gain is 
more apparent than real, being based on 
transitory market quotations backed by 
scarcity of information. 


The attractiveness of take-overs very 
often is due to the ultra-conservative 
policy of directors in the administration 
of the affairs of the offeree company. 
Some commentators, in fact, have ex- 
pressed approval of the merger move- 
ment in that it has stimulated directors 
to follow a more generous dividend policy 
as a defensive movement against take- 
overs. No doubt, there is some justifica- 
tion for this view, but we must not over- 
look that in some instances, increased 
dividends and bonus issues made by 
offeree companies to thwart take-overs 
have in due course landed these com- 
panies in serious trouble. 


Fortunately one aspect of mergers has 
not had much significance so far in Aus- 
tralia, and that is the tendency for over- 
seas groups to acquire control of local 
companies. The outstanding example in 
this connection is Canada. In the short 
space of ten years, two-thirds of Cana- 
dian industry has passed into foreign 
ownership and control. Naturally, this 
situation has created great concern in 
Canada and it has undoubtedly been 
responsible for much of that Dominion’s 
current economic problems. 


On the broader picture, the introduc- 
tion of external capital has created a 
somewhat spurious prosperity in that this 
capital has been expended externally 
largely on consumer goods which have 
bolstered the national income, while at 
the same time diminishing the stimulus 
to internal production. As a result, over 
four years, unemployment in Canada has 
increased from 7% to 11%. Since 1956, 
in fact, there has been a fall in real out- 
put per capita in Canada of 1%, and 
this, even though capital investment was 
one-third greater proportionately during 
the 1950's than in the United States. All 
the stimulus afforded by capital imports 
should have placed Canada in an in- 
vulnerable position as regards her balance 
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of payments but instead, her deficit on 
external account is the largest in the 
world. 


In spite of this, American capital still 
flows in, even though all Canadian growth 
industries are fully developed. Any 
reasonably profitable Canadian business 
feels it is vulnerable to a take-over bid 
from the United States. As Canadians 


say, they have an “automated industry 
with push buttons in the United States”. 


The point that I am making is that we 
can place too much significance on capi- 
tal imperts. Indeed, in terms of corporate 
control, it may have serious dangers. At 
this stage of our development, we can 
probably accept a substantial infusion 
without serious qualms. But Canada’s 
position is, I think, a lesson for the future. 
Her capital imports between 1949 and 
1960 averaged about £A400 million 
yearly. In relation to population, Aus- 
tralia’s capital imports this year are 
running at a higher rate than that and it 
would be wrong to feel that it cannot 
happen to us. Certainly, nothing should 
be done to deter overseas industrialists 
from setting up businesses here with or 
without Australian partnership. It is the 
control through take-over of existing 
Australian businesses that we need to 
guard against unless we are prepared to 
play a minor role in the control and 
development of our future. 


Mergers and the Investor 


How have investors fared in this 
period of mergers? There is no doubt 
that mergers have provided the most im- 
portant single stimulant, apart from in- 
flation, to the course of Australian 
security prices in the last ten years. Take- 
overs and rumours of take-overs have 
led to periodic phases of market specula- 
tion, not always justified by the course 
of events, but nevertheless providing 
scope for capital gains which have done 
much to augment portfolio values in re- 
cent years. 

We have seen that mergers have re- 
sulted in a net reduction in the number of 
companies listed on the stock exchange, 
and to this extent, the range of invest- 
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ment selection has been somewhat nar. 
rowed. In terms of percentage, this has 
been relatively unimportant, especially 
since the number of shares available for 
trading has substantially increased in the 
same time. Furthermore, the merging of 
two companies generally provides a much 
longer register of shareholders and a more 
active market for those securities. 


Take-overs have had some interesting 
effects upon the portfolios of investors. 
Entirely without any initiative on his 
part, the investor may find himself hold- 
ing stocks which he has never at any 
time contemplated holding. They have 
come to him in consideration for giving 
up his interest in merged companies. This 
situation calls for a constant review of 
investment portfolios to ensure that the 
stocks so held conform to the predeter- 
mined pattern of the investment scheme. 
Furthermore, if the investor already 
holds shares in the offeror company, his 
holding may be substantially augmented 
by the take-over by that company of 
shares in the offeree conipany which the 
investor may hold. In these circum- 
stances, his holding after the merger may 
represent a much greater proportion of 
his portfolio than he may consider de- 
sirable. 


As I have said, the investor generally 
has gained from take-overs. Shares of 
offeree companies have generally been 
realised at substantial capital gain. Even 
the shares of offeror companies, since 
take-over activity may be construed as a 
sign of vitality, may also gain in market 
value. In all this aura of financial glam- 
our, it is well for the investor to examine 
proposals for take-overs meticulously 
before accepting them. True it is that 
in the main, he must be guided by the 
board of directors of the offeree company. 
He should, nevertheless, be on his 
against accepting offers too readily, & 
pecially if they are based upon share 
exchanges. The background of the 
securities offered and their market his- 
tory should be carefully examined. If 
these shares have risen appreciably m- 
mediately before the offer is made, he 
should apply some discount to the mal- 
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ket value in assessing the true worth of 
the take-over proposal. 

He should also examine carefully the 
investment he is to receive in substitution 
for the stock he surrenders. Does the 
offeror company provide scope for ex- 
pansion on the scale that he may have 
expected from the shares of the offeree 
company? In particular, he should 
examine the net assets and earning power 
of the stock he holds in relation to that 
offered in exchange. 


I am not very optimistic that these 
precautions will be taken. Naturally, the 
investor’s first instinct is to achieve capi- 
tal gain. If he is one of a minority that 
refuses the offer, he may be left holding 
a stock that has no real market; or his 
shares (if holders of 90% of the shares 
have accepted) may in any case be com- 
pulsorily acquired. 


Conclusion 


I believe the post-war spate of mer- 
gers was inevitable — that in the main 
it was soundly based — that, on balance, 
it has been socially advantageous. On 
the other hand, there have been some 
disturbing features —- and furthermore, 
there are some unresolved problems if 
the present trend to merge should con- 
tinue as I believe it must. At this stage, 
we are primarily concerned with the 
dangers in the longer term trend. The 
concentration of ownership in larger 
scale units in Australia so far, I believe, 
has heightened rather than lessened the 
competitive element. Mergers have fre- 
quently had their genesis in an atmos- 
phere of competition in the realignment 
of industrial groupings. 


But there are dangers that in the long 
tun, the larger units will agree to limit 
competition. Such a situation may be 
more dangerous than the overt fusing of 
industrial units into monopolies. A mono- 
poly must always be on its guard. It is 
vulnerable to public opinion, to Govern- 
mental pressures or to competition from 
Government __instrumentalities, | even 
though in Australia, because of con- 
stitutional considerations, nationalisation 
8 not a threat. 
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The basic criticism against over- 
concentration of industrial ownership and 
control is that it dulls the incentive to 
progress. It tends to produce an atmos- 
phere of laxity or self-satisfaction. There 
is an inclination to run to Governments 
rather than face up to problems. There 
is, moreover, a danger of replacing the 
entrepreneur with the executive, thus 
destroying a basic element in a system of 
free enterprise. 


On the other hand, mergers in them- 
selves are in part an answer to over- 
concentration. The coalescing of smaller 
units should provide a continual source of 
new competitors, and so help to keep the 
larger units on their toes. But this can 
only occur in limited areas of activity. 
Technologically, the gap between the 
smaller and larger units must widen as 
time goes by. 


Finally, what shall we or can we do 
to meet these basic difficulties? Many 
solutions have been advanced, but I will 
content myself with the three that I be- 
lieve most practicable. 


Firstly, an eye must be kept on re- 
strictive practices which, I believe, lie at 
the root of most anxieties concerning 
concentration of ownership or control. 


Secondly, we must maintain and per- 
haps increase the incentives for the for- 
mation of small industrial units. This 
may perhaps be achieved through modi- 
fied reform of taxation on private com- 
panies — or more liberal depreciation 
allowances to overcome some of the dis- 
advantages that small units have in re- 
equipping. 

Finally, we need an economic policy 
based primarily on internal stability and 
the encouragement of domestic produc- 
tion. I do not minimise the difficulties in 
such a policy in an economy so vulner- 
able to international fluctuations. But 
over-preoccupation with external status 
as a target in itself can lead to recurrent 
phases of interna ilnstability. This in- 
evitably operates against the small pro- 
ducer and creates an atmosphere con- 
ducive to integration of ownership. 
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Recent Legal Decisions 


Reasonable Fitness of Goods 


Mash & Murrell Ltd. v. Joseph 
I. Emanuel Ltd. (J96]) J All E.R. 
485 is another case dealing with 
those provisions of the Goods Act 
relating to the implied conditions as 
to quality and fitness for a particu- 
lar purpose of goods sold. 


The plaintiffs were dealers in potatoes 
for human consumption in the United 
Kingdom, and the defendants were deal- 
ers in and importers of potatoes. By a 
c. & f. contract between the parties the 
defendants, through their agents, sold to 
the plaintiffs a quantity of Cyprus spring 
crop potatoes, then on board a ship 
bound for Liverpool, at a stated price, 
c. & f. Liverpool. Potatoes of this kind 
were usually used for human consump- 
tion, and, as a result of dealings between 
the plaintiffs and the defendants’ agents 
on previous occasions, the defendants’ 
agents knew that the plaintiffs wanted 
the potatoes for use in their business in 
the United Kingdom. Unfortunately, 
when the potatoes reached Liverpool 
they were totally unfit for human con- 
sumption; in fact, when they had been 
loaded at their port of departure they 
were in no condition to travel to Liver- 
pool. 


The plaintiffs then claimed damages, 
on the ground that the defendants had 
been guilty of a breach of either Section 
14(1) or Section 14(2), or both, of the 
Sale of Goods Act 1893. Those pro- 
visions have their counterpart in local 
legislation, and their effect is as follows: 


Section 14(1). Where the buyer makes 
known to the seller the particular pur- 
pose for which the goods are required, 
and shows that he relies on the seller’s 
skill and judgment, then, if the seller is a 
dealer in goods of that kind, there is an 
implied condition that the goods are rea- 
sonably fit for that particular purpose. 
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By L. C. VOUMARD, B.A., LLB. 
Section 14(2). Where goods are sold 
by description by a dealer in such goods, 
there is an implied condition that the 
goods shall be of merchantable quality. 


The plaintiffs succeeded on _ both 
counts. As regards Section 14(1), the 
defendants, through their agents. knew 
the nature of the plaintiffs’ business and 
that the potatoes were required for use 
in that business; this sufficiently raised 
the inference that the plaintiffs had made 
known to the defendants for what pur- 
pose the potatoes were required so as to 
show reliance on the sellers’ skill and 
judgment. The goods were obviously un- 
fit for that purpose, so there had been a 
breach of the implied condition. 


As regards Section 14(2), there was 
also a breach of the requirement of mer- 
chantable quality. The only point here 
was, how far does this requirement of 
merchantability apply to goods sold 
under c. & f., or to goods sold under 
c.i.f., contracts? The court’s view here 
was that in such cases the condition re- 
quires the goods to be of merchantable 
quality at the time of shipment, and to 
remain so throughout the voyage to the 
destination, and for a reasonable time 
thereafter. On that ground also, there- 
fore, the plaintiffs’ claim succeeded. 


Position of Moneys Paid by Shareholder 
in Absence of Calls 


The New Zealand case of In re 
Smith & Landreth Ltd., ex parte 
Landreth (1961) N.Z.L.R. 572 is 
a somewhat peculiar one, which 
deals with the position where a 
shareholder pays meney to the com- 
pany before any calls have been 
made on his unpaid shares. 


A private company was formed with 
a nominal capital of £2,000, and each of 
the two subscribers to the memorandum 
undertook to take one thousand £1 
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shares. Some eighteen months later, the 
company was ordered to be wound up, 
and as neither subscriber had paid for 
his shares, the liquidator placed both of 
them on the list of contributories, and 
claimed from each of them the sum of 
£1,000. So far as one of the contribu- 
tories (Smith) was concerned, this was 
of little consequence, because he had 
thoughtfully departed from New Zealand 
some time previously, but the other sub- 
scribed (Landreth) disputed his liability, 
saying that the extent of his liability was 
only £500. 


It appeared that just before the com- 
pany was incorporated Smith and Lan- 
dreth opened a current account with a 
bank into which Landreth paid £500. 
Part of this was then withdrawn to pay 
for a car which was bought for the busi- 
ness. When the company was incor- 
porated, the cash balance in the account 
was transferred to the company, and the 
company took over the car. The com- 
pany’s books then showed Landreth with 
a current account in credit to the extent 
of £500. 


This account was later offset by a 
debit for “calls, £500”, but no calls were 
in fact ever made, and the books were 


to that extent inaccurate. The judge 
considered, however, that he was en- 
titled to go behind the books, and, doing 
so, he concluded that the £500 paid by 
Landreth was part of the capital of the 
company, and that it was paid on ac- 
count of his liability on the 1,000 shares 
which he subscribed for by signing the 
memorandum of association. Although 
no call had in fact been made, the com- 
pany nevertheless had power to accept 
from its members the whole or part of 
the amount unpaid on their shares. 
Moneys so accepted were in effect a 
borrowing by the company of money 
from its shareholders which it was not 
obliged to repay, and such moneys had 
to be treated pro tanto as paid in satis- 
faction of future calls. Hence the liqui- 
dator was required to give Landreth 
credit for the £500 as claimed. The un- 
authorised attempt (by Smith) to falsify 
the original transaction and to purport 
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to make a call and to set off against the 
call the sum of £500 was ineffective, but 
by going behind the books the judge 
reached the same result as would have 
been arrived at had a call been made. 


There was just one sting in the tail. 
The company had not kept proper books 
of account, and Landreth, who had been 
a director of the company, had to accept 
some responsibility for that. This took 
the form of an order that he was not 
to have his costs of the action! 


“Void Preference” in Bankruptcy 


For some time before a sequestra- 
tion order was made against his 
estate, C had carried on business 
as an electrical retailer, and had 
run into financial difficulties. 


On 27 November, 1956, following dis- 
cussions with his principal creditor, to 
whom he was heavily indebted for goods 
supplied, C signed a letter to that creditor 
by which he agreed, inter alia, that cer- 
tain goods previously bought by him from 
that creditor (but which had not been 
paid for) and which were still in C’s 
possession, should no longer be treated 
as C’s property, but should, while in his 
possession, be treated as the property of 
the creditor and held by C as a con- 
signee for purposes of sale. The value of 
the stock in question at that time was 
about £1,280, and on 30 November, 
1956, the creditor gave C a credit for 
this amount. Between that date and 
April, 1957, over £2,500 was paid by 
C to that creditor. 


On 18 April, 1957, a bankruptcy 
petition was presented against C, and a 
sequestration order was made against 
him on 10 May, 1957. Thereafter the 
Official Receiver claimed that the trans- 
action which took place at the end of 
November, 1956, was a preference under 
Section 95 of the Bankruptcy Act, in 
that it was a transfer of property by C, 
who was then unable to pay his debts as 
they became due from his own money, 
to the creditor, which had the effect of 
giving the creditor a preference. 
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The Official Receiver further claimed 
that as the transaction was void as a 
preference under Section 95 it consti- 
tuted an act of bankruptcy under Section 
52(c) — by which a debtor commits an 
act of bankruptcy if he makes any trans- 
fer or conveyance of his property which 
would be void as a preference if he were 
a bankrupt — and that since this act of 
bankruptcy was committed within the 
six months preceding the presentation of 
the petition on which C’s estate was 
sequestrated, Section 90 of the Bank- 
ruptcy Act (the relation back section) 
operated to relate the commencement of 
the bankruptcy back to the date of its 
commission. 


If these claims were upheld, the re- 
sult would be, not only that the creditor 
would have to account to the Official 
Receiver for the £1,280 which repre- 
sented the value of the goods which were 
the subject of the impeached transaction, 
but also that the £2,500 odd paid to him 
by C after that transaction took place 
would have to be paid over to the Official 
Receiver, as the money had vested in the 
Official Receiver on the commission of 
the act of bankruptcy and therefore it 
was not C’s to pay over. The creditor 
was not in a position to take advantage 
of the “protective provisions” in Sections 
95 and 96. 


The case therefore depended on 
whether the arrangement made between 
C and the creditor on 27 November, 
1956, amounted to a transfer of pro- 
perty within the meaning of Section 95 
and Section 52(c). The Bankruptcy 
Court held that it did. If a buyer, being 
unable to pay for goods bought by him, 
returns the goods to the seller, that ob- 
viously is a transfer, and as the arrange- 
ment set out in the letter achieved pre- 
cisely the same result it, too, amounted 
to a transfer. Consequently, the claim of 
the Official Receiver was upheld, with 
the (to the creditor) unpalatable conse- 
quences mentioned. (Re Cowan, [1960] 
A.L.R., 723). 
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Strict Construction of Exemption Clanse 


A further illustration of the strict- 
ness with which a court construes q 
clause, designed to relieve one oj 
two contracting parties from a lia- 
bility to which he would otherwise 
be subject, is to be found in the 
decision of the Court of Appeal in 
Akerib v. Booth & Others Ltd 
(1961) 1 W.L.R. 367. 


By a written agreement the defendants 
let to the plaintiffs certain offices and 
rooms in premises owned by the defend- 
ants, who retained for themselves pos- 
session of a water closet on a higher 
floor. One of the terms of the agreement 
provided that the defendants were to 
make up and pack the goods of the plain- 
tiffs, subject to various terms and con- 
ditions set out in a schedule to the agree- 
ment, and the plaintiffs were to employ 
the defendants exclusively for this pur- 
pose. In para. 2 of the schedule appeared 
a stipulation that the defendants “shall 
not in any circumstances be liable for 
damage caused by . . . water . . . to any 
goods whether in the possession of the 
landlord or not”. Due to the negligence 
of the defendants water escaped from the 
water closet and damaged certain goods, 
including office stationery, of the plain- 
tiffs. 

In answer to the plaintiffs’ claim for 
damages the defendants relied on this 
stipulation, but without success. The 
court took the view that the exemption 
had to be construed in a narrow sense by 
being confined to the relationship be- 
tween the parties, not as landlord and 
tenant, but only so far as it affected the 
making up and packing by the defendant 
of the plaintiffs’ goods. On that basis it 
was held that the expression “any goods” 
in the exemption clause had to be re 
stricted to goods which came into the 
possession of the defendants pursuant ‘0 
the terms of the contract for making up 
and packing them. It did not cover 
damage to any other goods of the plait- 
tiffs and, therefore, did not operate to re 
lieve the defendants from the conse 
quences of their negligence. 
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Australian Finance Companies: 
A Study of Profits, 1951 to 1960 


By W. L. BURKE and N. RUNCIE 
The Faculty of Commerce, University of New South Wales. 


Three thousand ducats, ’tis a good round sum. 
Three months from twelve; then, let me see, the rate — 


HE lending of money, in all societies, 

has attracted claims of extortionate 
rates of interest and profiteering. Allega- 
tions of exploitation are frequently im- 
plicit in criticisms of financiers: for this 
reason alone, a study of the profitability 
of Australian finance companies in the 
postwar years is of considerable interest. 
Moreover, the profit trends in this indus- 
try have been the subject of much public 
discussion as a result of the economic 
restraints imposed by the Commonwealth 
Government. 

In this article, the aim is to examine, 
from published accounting data, the 
profit performance of leading Australian 
finance companies over the past decade. 
This is an interim report which is, to our 
knowledge, the first published study, of 
its kind, of Australian finance company 
profits in the postwar years.’ At this 
stage of the research, the survey relates 
to nineteen listed finance companies; 
thirteen of these companies operated 
throughout the postwar period (“the 
thirteen constant companies”) and six 
companies which commenced operations 
during the decade (“ the six new compan- 
ies”) are also included. This inquiry into 
profits has developed out of the earlier 
studies of the sources and uses of funds 
of Australian finance companies.” 





1. For some observations on the prewar _posi- 
tion see: Commonwealth of Australia, Board 
of Enquiry Appointed to Inquire into Hire 
Purchase and Cash Order Systems, Report 
on Hire Purchase, November, 1941. 

For some oversea studies see: 

(a) N. Runcie, ‘‘U.K. Finance Companies: A 
Study of Profits, 1949 to 1958’, The 
Bankers’ Magazine, September, 1959 

(b) Federal Reserve Board, Consumer In- 
a ae Credit, Part I, Volume 2, pp. 


» See W. L. Burke and N. Runcie ‘Australian 
Finance Companies, Sources of Funds 1944/ 
45 to 1957/58." The Australian Accountant, 
October, 1959. 
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It is intended later (a) to broaden the 
coverage of the survey by including more 
companies, (b) to extend the period ex- 
amined back to 1944/45, and (c) to re- 
late profits to size of company. Although 
the aim is to establish the broad trend 
of profits for the industry as a whole, an 
important difference in performance be- 
tween the older and the new companies 
led us to distinguish between “the thir- 
teen constant companies” (Group A) 
and “the six new companies” (Group B). 

Moreover, current interest in finance 
company profits has been stimulated by 
stock exchange apprehension® and the 
economic restraints imposed by the Com- 
monwealth Government in the first half 
of 1960/61. 

In order that this report may become 
available whilst it contains information 
of topical interest, the accounts to the 
31st December, 1960, of two of the lead- 
ing companies have been included on the 
basis of preliminary figures released in 
February and March, 1961, in advance 
of the published reports. 

The paper is divided into eight parts. 
After this first introductory section, the 
typical hire purchase terms of leading 
companies are examined in Part II. In 
Part III some deficiencies in published 
accounts and reports of finance com- 
panies are outlined, and in Part IV an 
analysis is made of the growth of finance 





3. The “Other Finance” section of the Sydney 
Stock Exchange share price index is dom- 
inated by the movements in the share prices 
of leading finance companies. The move- 
— since January 1960 may be summar- 
sed: 

695.97 

620.53 

381.21 

391.40 

466.84 


January, 1960 

June, 1960 
16 November, 1960 
23 December, 1960 
10 March, 1961 


Opening Price, 





TABLE 1 — AUSTRALIAN FINANCE COMPANIES 


Typical H. P. Terms of Leading Companies (a) 
December, 1960—January, 1961. 





Minimum 
Downpayment 
7O 


Commodity 


Finance Charge 
Maximum 
Length of 
Contract— 
Months 





Effective 
Rates (c) 
% p.a. % p.a. 


Quoted Rates 
(b) 





Motor Vehicles 
Car—New 
Car—Used: 2 yrs old 
4 yrs old 


Truck—New 
Truck—Used: 2 yrs old 
4 yrs old 


Tractor—New—Regular 
Seasonal (d 


Plant & Machinery 
Lathe—New 
Agricultural 
Equipment—New 
—Used: 2 yrs 


Household Goods (New) (e) 
Refrigerator 
Washing Machine 
Furniture 
T.V. Set 








42 
36 
24 


24 
24 
12 


36 
36 
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48 


36 
24 


60 

48-60 
24-60 
48-60 











Notes: 

*Simple. 

(a) Excluding the Hire Purchase Department, 
Commonwealth Development Bank. 


(b) Quoted or ‘‘add-on’’ rate calculated on 
the original amount outstanding. 


company profits, before and after tax, 
and of the allocation of profits after tax. 
Part V refers to the significance of the 
“unearned income” provision in relation 
to the proper determination of profit, and 
an analysis of trends in profitability is 
undertaken in Part VI. Part VII traces 
the connection between certain banks and 
finance companies, and attempts to meas- 
ure the contribution which affiliated fin- 
ance companies make to the profits of 
their parent banks. Some interitn con- 
clusions are presented in Part VIII. 


II 


Typical hire purchase terms on which 
leading finance companies were under- 
taking new business in December and 
January of 1960/61 are shown in Table 
1. Broadly, the trend of finance charges 
in the postwar years has been downward 
in spite of rising interest rates and other 
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(c) To nearest 4 per cent. 

(d) Quoted terms for payments other than by 
monthly instalments (e.g. to coincide with 
crop payments). 

(e) The terms quoted vary with the amount 
involved in household goods financing. 


costs of operation; but following the 
monetary and fiscal curbs introduced by 
the Commonwealth Government in 
August and November last, the level of 
finance charges was raised by approxi- 
mately 1 per cent flat for motor vehicle 
and industrial business in the last few 
months of 1960.4 


Finance charges in Australia are al- 
most always quoted as a flat rate per 
cent per annum on the original amount 
outstanding. As the debt is reduced by 
equal monthly instalments over the life 
of the agreement, the average amount 
outstanding is approximately half this 
original amount; thus the effective rate 





1. For a recent discussion of some factors 
affecting instalment credit terms in Austra- 
lia and overseas see N. Runcie, ‘‘Instalment 
Credit Terms in Australia, the United King- 
dom and the United States: 1960’’, Economic 
Monograph No. 233, N.S.W. Branch, Econo- 
mic Society of Australia and New Zealand, 
March 1961. 
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of interest to the hire purchase user for 
this finance is nearly double the “quoted 
rate”. The finance charges for the other 
forms of business undertaken by finance 
companies have not been investigated. 
However, it is known that the rates 
charged to dealers for wholesale or 
“floor-plan” finance were significantly 
increased at the end of 1960; this finance 
has frequently been provided in the past 
at cost (or less) to the dealer. “Floor 
plan” finance for new cars was being 
provided at 8 per cent simple, and for 
used cars at 10 per cent simple in Feb- 
ruary last by several leading companies. 


The level of finance charges is an im- 
portant factor determining finance com- 
pany profits: finance charges provide the 
gross revenue from which interest on bor- 
rowed money and the other expenses of 
operation must be met before profits are 
determined. 


Ill 


Lack of disclosure of information in 
published reports of finance companies 
has made the approach to this study un- 
necessarily difficult. In the earlier years, 
for example, a number of companies did 
not disclose their taxation provisions. In 
order to arrive at an aggregate figure for 
profits before tax (as shown in Tables 
IV and V), it was necessary to estimate 
for these companies from profits after 
tax, the estimated taxation provision for 
each year and thus to arrive at a figure 
for profits before tax. 


Some companies have not distin- 
guished clearly between hire purchase 
outstandings and ordinary trade debtors; 
and others have included outstanding 
balances in items of an omnibus nature. 
Most of the companies show also their 
outstanding balances “gross” on the assets 
side of the balance sheet, and show the 
provision for unearned income as a lia- 
bility. It is maintained that the unearned 
income provision should be an identi- 
fiable deduction from the relevant out- 
standing balances® on the assets side of 
the balance sheet (and thus show the net 
outstanding balances for purposes of 
aggregation). The leading accountancy 
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bodies have recommended that this form 
of accounting be adopted® and some of 
the finance companies have commenced 
to present their accounts in this way. 
However, in relating profits to outstand- 
ing balances and to total funds (Table 
V), it has been necessary to allow for 
the inflated nature of the outstanding 
balances on most balance sheets by de- 
ducting the unearned income provision. 


Other difficulties have arisen from the 
entry of the companies into real estate, 
mortgage and other forms of business in 
recent years. Whilst the companies con- 
tinued to conduct normal hire purchase 
business the ratio of unearned income to 
outstanding balances remained fairly 
constant at about 11 or 12 per cent. But 
when a company moved into longer term 
lending, the unearned provision would 
tend to increase in relation to outstand- 
ing balances since finance charges would 
extend further into the future. 


To overcome this difficulty it would 
be desirable for the companies to classify 
outstanding balances into (a) normal hire 
purchase transactions and (b) longer term 
transactions, and to divide the unearned 
income provisions accordingly. In the 
accounts for 1960, some of the leading 
companies have, in fact, attempted to 
dissect their outstandings in this way; 
but as all companies have not done this, 
we have been compelled to aggregate 
figures for the total outstandings in cal- 
culating the ratios in Table IV. This has 
tended to increase the ratios in 1959 and 
1960 due to the change in composition 
of the business. 


There has also been evidence in recent 
years that arrears and repossessions have 





5. Unearned income is usually only applicable 


to retail outstanding balances; wholesale 

credit is usually provided on simple interest 

basis for the period required. 
6. See— 

(a) Statement on Accounting Practice, No. 
3, ‘‘Accounting for Hire Purchase Trans- 
actions”’, issued by the Australian 
Society of Accountants, December, 1958; 

(b) pronouncement by the General Council 
of the Institute of C hartered Accountants 
in Australia on: “‘The Treatment of ‘In- 
come Yet to Mature’ in the Accounts 
of Finance and Other Companies” re 
ported in The Chartered Accountant, 
Vol. XXX, No. 7, January, 1960. 
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been increasing, but these are other items 
which balance sheets and annual reports 
fail to disclose in detail. Furthermore, 
some of the larger companies with insur- 
ance subsidiaries have presented consoli- 
dated accounts, and we have used these 
accounts as the hire purchase and insur- 
ance businesses are closely linked. Fin- 
ally, the figures aggregated in Tables II 
to IV inclusive represent the totals of 
accounts balancing in different months 
during the calendar year; the weighted 


average balance sheet date in 1960 was, 
approximately, 15th August. 


Most of the above difficulties have 
been overcome by reference to other 
sources, personal follow up, and, in some 
cases, by estimation, but from the point 
of view of the outside analyst there is a 
need for better accounting and reporting 
standards by the industry itself (and by 
the larger companies in particular); action 
by the relevant trade association would 
be appropriate. 


TABLE !! — AUSTRALIAN FINANCE COMPANIES 


Growth of Profits of Nineteen Companies: 1951 to 1960. 
GROUP A. — THIRTEEN CONSTANT COMPANIES 





Profits after Tax 
—AlIl Companies 


Index of 
Amount Growth 
£m. 1951—-1CO 


No. of Tax 
Companies 
Disclosing =m. £m. 1951—100 


Companies Disclosing Tax Provision 


Chain Index 
of Growth 


Profit 


Provision before Tax 





0.908 





GROUP B. — SIX NEW COMPANIES 





Profits after Tax 


Chain 
index of 
Growth 


No. of 
Companies Amount 
Operating m. 


1954—100 


Companies Disclosing Tax Provision 


Tax Profit Chain Index 


No. of Provision before of Growth 


Companies £m. Tax 1954—100 


£m. 





0.047 22.3 
0.099 46.9 
0.133 63.0 
0.296 100.0 
0.871 294.3 
1.215 410.5 
1.451 490.2 
1.924 650.0 
2.588 819.7 
3.366 1066.1 


oe qe wo ap NY N 


0.014 0.028 8.6 
0.049 0.110 34.0 
0.107 0.240 74.1 
0.156 0.452 100.0 
0.488 1.359 300.7 
0.829 2.044 452.2 
0.995 2.446 541.2 
1.111 3.035 671.5 
1.654 4.242 880.3 
2.197 5.563 1154.1 


— 


= 


oo urgqng van = 
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IV 


What has been the growth in profits of 
the thirteen constant companies com- 
pared with the six new companies? 


Profits after tax for the Group A com- 
panies increased, as shown in Table II, by 
255 per cent between 1951 and 1960; 
but the greater portion of this increase 
(225 per cent) occurred between 1951 
and 1955. From 1956 to 1958 aggregate 
profits continued to increase but at a 
slower rate. In both 1959 and 1960, 
the aggregate profits declined on the level 
of the previous year. Similar trends are 
apparent in profits before tax for those 
companies disclosing their tax provision; 
because of a 50 per cent improvement 
in disclosure of the taxation provision 
between 1951 and 1960 a chain index 
of profits before tax has been constructed 
and shown in the final column in Table 
Il. The link chain method of constructing 
an index has been used; this method, 
however, is subject to the criticism that 
comparability is affected as new com- 


panies are included. But the movement 
shown by the chain index is consistent 
with our knowledge of tax rates. These 
have tended to decline over the period 
from 1951 to 1960 and the profits before 
tax have increased slightly less rapidly 
than profits after tax. 


Profits after tax for the Group B 
companies have increased continuously 
at a rapid rate over the whole period 
and have not been subject to the reverses 
experienced by the older companies. The 
profits before tax, in so far as they have 
been disclosed, appear to have increased 
slightly more rapidly than profits after 
tax. This result is consistent with the 
slight increase in tax rates over the period 
from 1954 to 1960. The behaviour of 
the chain index prior to 1954 has been 
affected by the small number of com- 
panies involved; for this reason 1954 was 
chosen as base year for the index for the 
Group B companies. 


It is interesting to note that, whereas 
the profits before tax of the older com- 





FIGURE 1} 


THE GROWTH OF PROFITS BEFORE TAX 





| NINETEEN AUSTRALIAN FINANCE COMPANIES 





1951— 1960 


TOTAL PROFITS BEFORE TAX, 
Group‘A and B’Companies Ais 


2 COMPANIES ____-- 








"PROFITS BEFORE TAX, 
Group A Companies 
(The Thirteen ‘Constant’ Companies) 


-' 
‘PROFITS BEFORE TAX, 
Group B Companies 


(The "New Companies) 








1952 1953 1954 
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panies showed absolute decreases in 1959 
and 1960, the corresponding profits for 
the newer companies increased, by co- 
incidence, at precisely the same rate 
(13.1%) in both 1959 and 1960. 


Adopting the alternative technique of 
estimating each company’s tax provisions 
separately, profits before tax have been 
estimated for all companies, and the re- 
sults are graphed in Figure I. 


This graph, which has been prepared 
on arithmetic scale paper, shows the pro- 
fits before tax of: 


(i) Group A and Group B companies 
combined; 


(ii) Group A companies only; 


companies have continued to increase 
over the period, but that the profits of 
the Group A companies have increased 
at a decreasing rate between 1955 and 
1958, and have shown an absolute de- 
crease between 1958 and 1960. 


In Table III an attempt is made to 
study the allocation of profits after tax 
between (a) outside minority interests, 
(b) preference dividends, (c) ordinary 
dividends and (d) the amounts retained 
or “ploughed back” as additions to share- 
holders’ funds. 


Firstly, for the thirteen constant com- 
panies ordinary dividends have increased 
in amount more than six times over the 
period; secondly, preference dividends 





have not quite doubled (this reflects the 
declining importance of preference shares 
in the period); thirdly, minority interests 
arising out of the use of consolidated 


(iii) Group B companies only. 


The graph shows that the profits of 
the combined group and of the Group B 


TABLE II] — NINETEEN AUSTRALIAN FINANCE COMPANIES 
Analysis of the Allocation of “Profits after Tax”. 


GROUP A. — THIRTEEN CONSTANT COMPANIES 





Total Profits 
After Tax 


Amount 
Retained 


Amt.(£m.) % 


Ordinary 
Dividends 


Preference 
Dividends 


Amt.(£m.) % Amt.(2m.) % 


Minority 
Interest 


R 
Amt. (£m.) 





YEA 
Amt. (£m.) % 





0.073 . 0.559 43.5 0.654 50.8 1.286 
0.076 . 0.678 39.2 0.975 56.4 1.729 
0.076 . 0.812 34.4 1.475 62.4 2.363 
0.078 . 1.345 40.5 1.900 3.323 
0.124 \e 1.912 45.8 2.137 4.173 
0.132 . 2.316 56.2 1.674 \ 4.122 
0.132 , 2.358 51.6 2.082 . 4.572 
0.132 / 2.943 57.6 2.033 J 5.108 
0.132 . 3.302 71.4 1.180 x 4.624 
0.132 ; 3.443 75.5 0.980 4.563 





GROUP B. — SIX NEW COMPANIES(a) 





Amt. (&m.) % Amt.(2m.) % Amt. (£m.) % Amt. (£m.) % 
0.025 53.2 0.022 46.8 0.047 100.0 
0.078 78.8 0.021 21.2 0.099 100.0 
0.090 67.7 0.043 32.3 0.133 100.0 
0.144 48.6 0.152 51.4 0.296 100.0 
0.464 53.3 0.407 46.7 0.871 100.0 
0.759 62.5 0.456 37.5 1.215 100.0 
0.937 64.6 0.514 35.4 1.451 100.0 
0.989 51.4 0.935 48.6 1.924 100.0 
1.757 67.9 0.831 32.1 2.588 100.0 
2.116 62.9 1.250 37.1 3.366 100.0 





(a) Only two companies are included in 1951-53; five companies in 1954-58 and six 
companies in 1959-60. 
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OTHER BIG FEATURES INCLUDE: 


* Complete range of Multi 
register models 

* Instantaneous programme 
change for debtors, 
Costing. stock records, 
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other routines 

* Automatic opening and 
closing of carriage. 

* Simple operation 
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Scientifically designed to promote fast “Rhythmic” operation, with fewer 
errors and greater production, the “PRESIDENT” keyboard is years 
ahead of its nearest competitor. 

Your operator, too, will appreciate the use of non-glare colours — 
cutting to a minimum the possibility of eyestrain — and enhancing 
still further the smart, modern appearance of this wonderful keyboard. 
Every machine operator spends more time on the machine keyboard 
than on the insertion and extraction of forms. Does this make the 
keyboard an important factor to take into consideration when 
choosing a new machine? We think so. 


The “President’’ keyboard features: 


Large easy-to-read numerals: 


Chamfered keys reducing possibility of error: 
Velvet touch effortless key depression: 


Elimination of fumbling area between keys promotes faster keyboard setting: 
Keyboard dating — month, days of month and year — the ultimate in dating 
flexibility: 

Symbol identification of amounts posted: 


“Natural” positioning of 10d. and 11d. keys: 


Functional controls in identifying non-glare colours. 


LARGEST AUSTRALIAN-OWNED OFFICE MACHINES ORGANIZATION 


Business Equipment 1: 


Sole Australian Agents for 


Monroe Adding Calculating Machines — Royal Typewriters — Mercedes Accounting Machines 


Melbourne: 346191. Adelaide: W 1589. Hobart: B 7339. 
Sydney: BM 6231. Brisbane: FA 1021. Perth: 23 3558. 
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accounts have been very small; and, 
lastly, amounts being retained have in- 
creased by only 50 per cent over the 
period as a whole and have declined 
markedly in relative importance since 
1953 onwards. On the 1960 accounts 
the older finance companies were dis- 
tributing over 75 per cent of profits after 
tax as dividends. For this group of com- 
panies the amounts retained have tended 
to decline in magnitude since 1955 when 
(as seen in Table II and Figure I), the 
rate of growth of profits slowed down; 
the amount retained has tended to de- 
cline relatively since 1953. 


For the six new companies it is con- 
spicuous that there have been no prefer- 
ence dividends and the amounts retained, 
whilst not declining at the same rate as 
for the older companies, have also shared 


Vv 


The determination of the provision for 
unearned income is a very significant 
factor affecting the calculation of a fin- 
ance company’s profits in any year. More- 
over, because of the size of the provision 
for unearned income, small adjustments 
could, either deliberately or otherwise, 
affect disclosed profits. For example, pro- 
fits could be overstated in the early years 
of a hire purchase contract by under- 
estimating the provision, or understated 
by overestimating it. In this connection, 
it is interesting to note that two well 
known companies found it necessary, 
several years ago, to make large adjust- 
ments to compensate for underestimated 
provisions. 


“Unearned income” has been used in 
preference to other terms, since it in- 


in this general tendency. cludes, in this context, not only finance 


TABLE IV — AUSTRALIAN FINANCE COMPANIES 
Relation of “Unearned Income” to Outstanding Balances and Profits. 





UNEARNED INCOME 





Unearned Total (b) 
Insurance Unearned Income 
Col(3) 


Premiums Sell? 
ol(7) 5 
—— LL Aver- 
png Col(4) owest Highest ao 


Unearned 
Finance 
Charges 


Col(5) (c) 








Companies 
Included 
(d) 

Outstanding 
Balances 
(Gross) 

(a) 
Estimated 
Profits 
Before 
Tax 





Em. 


% % 
Col(6) Col(10) Col(11) 


% 
Col(9) 


o. £m. £m. £m. £m. % 
Col(1) Col(2) Col(3) Col(4) Col(5) Col(7) Col(8) 





1951 11 35.035 2.169 3.699 0.368 4.067 187.5 6.73 12.49 10.56 
1952 40.665 3.146 4.269 0.391 4.660 148.1 8.00 12.95 10.50 
1953 48.805 3.903 5.851 0.632 6.483 166.1 6.59 17.27 11.99 
1954 77.218 5.477 10.283 2.864 (f) 13.147 240.0 7.78 17.61 13.32 
1955 102.697 7.729 13.443 3.738 17.181 222.3 8.15 17.91 13.09 
1956 123.757 8.770 14.659 4.168 18.827 214.7 7.51 18.89 11.84 
1957 148.584 9.495 17.755 4.407 22.162 233.4 7.26 17.58 11.95 
1958 208.846 10.914 24.526 4.709 29.235 267.9 8.43 17.07 11.74 
1959 1 294.113 11.098 38.614 5.836 44.450 400.5 8.03 21.53 13.13 
1960 380.101 12.276 56.326 7.745 64.071 521.9 9.08 24.79 14.82 





NOTES: ance charges to outstanding balances 
(gross). 

(a) Col(3) shows outstanding balances ‘‘gross’’ (d) The companies included in this survey are 
—i.e. before unearned income is deducted. those disclosing unearned income. 
Table V. shows outstanding balances ‘‘net’”’ (f) The large increase in unearned insurance 
—Le., after deducting unearned income. premiums [Col(6)] in 1954, was caused by 

(b) Col 7 ai , the inclusion of the accounts of an insur- 
©Col(S) shows the ratio of total unearned ance subsidiary when consolidated accounts 
income to estimated profits before tax. were available for the first time for a 


(c) Col(11) shows the ratio of unearned fin- large finance company 
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charges, but also insurance premiums. 
The unearned finance charge is that por- 
tion of the total finance charge allocated 
to future accounting periods. Similarly, 
when a car is sold on hire purchase 
terms, the amount of the insurance prem- 
ium, where it is being financed, is added 
to the total outstanding debt. When the 
accounts of the larger companies are 
consolidated (including their insurance 
subsidiaries), insurance charges are in- 
cluded in the outstanding balances, and 
the provision for unearned insurance is 
(or should be) shown separately. Thus, in 
Table IV, the total unearned income is 
divided into unearned finance charges 
and unearned insurance premiums (to 
the extent that this is disclosed or applic- 
able). 


If a finance company’s business con- 
sisted of only one contract, or a few 
large contracts, the company would, no 
doubt, bring interest and other charges 
to account only as they were earned. But, 
in practice, finance companies are in- 
volved in the financing of a very large 
number of contracts and some companies 
maintain that it would be neither eco- 
nomic nor convenient to undertake a 
calculation of unearned income, contract 
by contract, for each accounting period. 
Moreover, the provision for unearned in- 
come is, to some extent, a provision for 
future contingencies which are not en- 
tirely known. Consequently, the amount 
of the unearned income provision has to 
be estimated by one of various methods. 
A rough check on a company’s account- 
ing procedures, and the adequacy of the 
unearned income provision, is frequently 
made by comparing the ratio of un- 
earned income to outstanding balances. 
It has been suggested in the financial 
press that a ratio between 10 and 15 per 
cent and usually about 11 or 12 per cent 
is normal. Too low a ratio could indicate, 
prima facie, that a company was under- 
estimating the provision and taking in its 
profits too fast; and too high a ratio could 
indicate the reverse. However, the amount 
of this ratio will be determined by the 
nature of a finance company’s business, 
the amount of wholesale credit provided, 
the type and length of its hire purchase 
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contracts and other factors. It must be 
emphasized, however, that it is impossible 
to set a standard ratio applicable as a 
test to all firms in the industry; this is 
especially the case as a result of diversifi- 
cation in the types of business now being 
undertaken by finance companies. 


In Table IV the relation of unearned 
income to outstanding balances and pro- 
fits is examined. The number of com- 
panies included in the survey has been 
determined by the number disclosing un- 
earned finance charges, in each year, out 
of the total of nineteen companies; thus, 
the outstanding balances [column (3)] 
and the estimated profits before tax [col- 
umn (4)] relate only to the companies 
included in column (2). The amount of 
unearned finance charges and, to the ex- 
tent that they are disclosed or applicable, 
unearned insurance premiums are shown 
in columns (5) and (6) respectively. Total 
unearned income is related to profits be- 
fore tax in column (8). The ratio of 
unearned finance charges to outstanding 
balances is calculated in columns (9), 
(10) and (11) by showing the range and 
the weighted average for the group of 
companies disclosing this provision. 


The provision for unearned income has 
tended to increase markedly in relation 
to profits before tax: from 1.9 times to 
5.2 times over the period. Thus, the posi- 
tion had been reached in 1960, that a 
3 per cent adjustment in unearned in- 
come would cause a 15 per cent adjust- 
ment in disclosed profits. 


In columns (9), (10) and (11) the 
percentages of unearned finance charges 
to outstanding balances are shown. In 
column (9) is shown the figure for the 
company with the lowest ratio for the 
particular year; in column (10) is the 
figure for the company with the highest 
ratio; and in column (11) is the weighted 
average ratio for all companies included 
[obtained by expressing column (5) 4 
a percentage of column (3)]. Both the 
range and the average percentage of un- 
earned finance charges to outstanding 
balances has tended to increase over the 
period; the average increased over the 
period by 40.3%. 
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The very considerable range shown 
has been affected by the entry of new 
firms into the survey in particular years 
(e.g. 1953) and by the entry of some 
finance companies into long-period hous- 
ing finance. The practice of showing the 
unearned finance charge separately for 
different classes of business in published 
accounts would facilitate the analysis of 
the trends shown in Table IV. It is ap- 
parent from the diversity of financing 
business now being undertaken that a 
simple ratio of unearned finance charges 
to outstanding balances has become a 
less satisfactory test of the adequacy of 
a finance company’s provision for un- 
earned finance charges. 


VI 


Profitability ratios are useful tools in 
assessing the profit performance of fin- 
ance companies; some use of these tools 
has been made in a recent study of U.K. 
finance companies.’ In our study of Aus- 
tralian finance companies presented in 
Table V, the ratios (1) to (3) refer to 
profits before tax, and ratios (4) to (8) 
refer to profits after tax and to amounts 
available to ordinary shareholders.* Be- 
cause, as seen in Part IV, the “new” 
companies which have emerged during 
the period have somewhat different profit 
records to the “old” companies, the table 
is divided into three parts: (a) the thir- 
teen constant companies, (b) the six new 
companies and (c) the nineteen compan- 
ies as a whole. 


In appraising the profitability of a 
finance company it is customary to re- 
late the profits of the period to various 
balance sheet items. Eight ratios are 
employed for this purpose in Table V. 
Ratios (1) and (2), and ratios (4) and 
(5), relate profits before and after tax 
to “total funds” and to “outstanding 
balances”. In calculating these ratios, 
“total funds” and “outstanding balances” 
have been expressed net of the provision 





'. See Neil Runcie, “U.K. Finance Companies: 
A Study of Profits, 1949-1958’, The Bankers’ 
Magazine, September, 1959, esp. pp. 195-198. 

- That is the amount available to ordinary 
shareholders after provision for taxation 
and preference dividends. 
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for unearned income. Profits should only 
be related to the net totals as these re- 
present the actual or potential income 
earning assets of the business; as argued 
earlier, the unearned income provision 
represents, for accounting purposes, 
neither assets nor income until it matures. 


If the relationship between profits 
and finance charges is being exam- 
ined, the ratios (2) and (5) pro- 
vide a rough measure of the profit 
margin on transactions. However, if 
the aim is to make inter-firm and inter- 
industry comparisons, the return on all 
funds employed is a more comprehensive 
measure of profitability as set out in 
ratios (1) and (4). As outstanding bal- 
ances are by far the most important asset 
on finance company balance sheets the 
ratios (1), (2), (4) and (5) tend to show 
similar movements from year to year 
subject to variations in tax rates. But 
there are a number of important qualifi- 
cations. 


Firstly, the profits shown in Table 
V are related to balance sheet totals 
at the end of the period. Thus, all 
the ratios shown tend to be understated; 
that is because in a growing industry, 
the funds employed, or the income earn- 
ing assets in use, at the end of the period, 
tend to be greater than the average 
amount from which profits have been 
derived. An average of current and pre- 
vious balance sheet items might be used 
to produce a more refined series. 


Secondly, ratios (1), (2), (4) and 
(5) are influenced by changes in the 
sources of funds and, in particular, by 
changes in the ratios of shareholders’ 
funds to total funds. A finance company 
operating on 50 per cent of shareholders’ 
funds will show a significantly higher 
ratio than a company operating on 20 
per cent of shareholders’ funds at the 
same profitability margin on the funds 
employed; this is because interest is de- 
ducted on borrowings prior to the deter- 
mination of profits. To establish a more 
strictly comparable time series it is neces- 
sary to impute a rate of interest to share- 
holders’ funds. 
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Thirdly, the profits shown reflect non- The third and sixth ratios relate profits 
hire purchase business as well as hire to shareholders’ funds on two bases: be- 
purchase business; thus, profits include fore and after meeting expected taxation 
the contribution from insurance subsidi- commitments. These ratios may be used 
aries arising through the use of consoli- to reflect differences in the return on risk 
dated accounts and the results of some capital in different sectors of the economy 
diverse activities into which some finance and between enterprises. However, both 
companies have recently entered. of these ratios are affected by the magni- 


TABLE V—NINETEEN AUSTRALIAN FINANCE COMPANIES 


Profitability Ratios, 1951 to 1960 


Ratio 1 Ratio 2 Ratio 3 Ratio 4 Ratio 5 Ratio 6 Ratio 7 Ratio 8 








Estimated Estimated Estimated Profits Profits Profits Amount Amount 
Profits Profits Profits after after after available available 
Before Before Before Tax Tax Tax to to 
Tax Tax Tax ordinary ordinary 
YEAR share.- share- 
holders holders 





Total Out- Share- Out- Ordinary Ordinary 
Funds standing holders’ standing Capital & Capital 
(a) Balances Funds Balances Reserves 
(a) (a) (a) 





% % Jo % % % 





GROUP A. — THIRTEEN “CONSTANT”? COMPANIES 
7.5 22.8 3.8 . 12.7 
9.1 28.2 . . 15.1 
9.3 28.8 . . 17.6 
9.0 30.1 . . 18.4 
9.5 28.3 . ; 17.6 
9.2 26.4 . . 15.3 
8.6 25.0 . . 15.2 
7.1 21.5 . . 13.2 
4.9 17.6 . ; 10.9 
4.0 15.6 , . 9.6 





GROUP B. — SIX “NEW” COMPANIES 
14.4 . . 7.7 
16.9 . . 9.3 
22.3 . . 12.3 
22.6 - . 14.8 
21.9 . ; 14.0 
28.3 . ‘ 16.8 
28.3 . . 16.8 
26.9 ls . 17.0 
24.2 , 14.8 
23.2 . , 14.0 





GROUPS A. & B. — NINETEEN COMPANIES 
22.3 3.8 4.1 12.4 
27.2 4.4 4.9 14.6 
28.3 5.2 5.7 17.2 
29.3 5.2 5.5 18.4 
27.0 5.1 5.8 16.8 
26.8 4.5 5.0 15.6 
25.7 4.3 4.7 15.6 
22.7 3.6 3.8 14.0 
19.5 2.6 2.8 12.1 
18.1 2.2 2.4 11.1 





(a) Net of the provision for unearned income. 
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tude of accumulated reserves and, con- 
sequently, are not a reliable guide to the 
profitability of “new raisings”. Ratios 
(7) and (8) relate the profits which accrue 
to ordinary shareholders to ordinary 
shareholders equity and ordinary share 
capital respectively; these ratios are of 
considerable interest to the individual 
investor. As Australian finance com- 
panies have raised little preference capi- 
tal in the past decade ratios (6) and (7) 
have tended to merge into an almost 
identical series. 


A number of distinct stages emerges in 
an examination of the profitability ratios 
in Table V. Ratios (1), (2), (4) and (5) 
show, as one would expect, similar move- 
ments. For the Group A companies the 
four series show an increase up to and 
including 1955; from 1955 to 1958 there 
is a declining trend; and in 1959, and 
to a lesser extent in 1960, there appears 
an even sharper decline in the series. For 
the Group B companies the figures for 
the first three years are based on the 
results of only two companies and it is 
not till 1954, when five companies are 
included, that the figures become really 
representative. Subject to this qualifica- 
tion the Group B companies also show 
increasing profitability ratios from 1951 
to 1953 and a declining trend from 1955 
onwards. For the new companies the 
sharp decline in the profitability ratios 
(1), (2), (4) and (5) occurred a little 
earlier than for the older companies, in 
1957 and 1958. Table V also shows that 


TABLE VI 


Percentage of Shareholders’ Funds in 
Total Funds 


YEAR GROUP GROUP GROUP 
A B A+B 








1951 30.1 46.4 30.7 
1952 29.1 59.4 30.4 
1953 29.4 47.9 30.3 
1954 28.2 27.3 28.1 
1955 30.9 28.7 30.4 
1956 31.9 21.0 28.7 
1957 31.7 18.7 27.4 
1958 30.6 15.9 25.3 
1959 25.7 16.0 21.8 
1960 23.1 15.2 19.7 
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for the new companies the profits in 
relation to outstanding balances and 
total funds are at a lower level from 1954 
onwards compared with the “old” com- 
panies. Neither was the fall in the ratios 
as great for the “new” companies; from 
1955 to 1960, ratio (1) fell by 59 per 
cent and ratio (2) by 58 per cent for 
Group A companies whilst the corre- 
sponding falls for the Group B compan- 
ies were 44 per cent and 52 per cent 
respectively. 


The ratios of profits (a) to sharehold- 
ers’ funds, (b) ordinary shareholders’ 
equity, and (c) shareholders’ capital for 
the two groups of companies show dif- 
fering trends. The estimated profits be- 
fore tax for the Group A companies, 
after increasing to 1954 to the level of 
30.1 per cent, has approximately halved 
in the final six years of the period to 15.6 
per cent in 1960. For the Group B com- 
panies the 1960 ratio of profits before 
tax to shareholders’ funds was slightly 
in advance of the 1954 level and, in 1960, 
was approximately 50 per cent above 
the level of the Group A companies. 
Moreover, the decline in this ratio for 
the B group of companies since the peak 
in 1956 and 1957 has been only 18 per 
cent. 


A major element in the explanation of 
these divergent performances lies in the 
higher capital gearing which the group B 
companies has succeeded in employing. 
This is shown in Table VI. The Group A 
companies maintained a _ near-constant 
ratio of shareholders’ funds to total funds 
from 1951 to 1958; but the gearing in- 
creased markedly in 1959 and again 
slightly in 1960. For the Group B com- 
panies the low capital gearing in he first 
three years reflects the small size of the 
companies involved. However, from 
1954 onwards, the new companies enter- 
ing this field have aimed to achieve a 
high capital gearing as quickly as pos- 
sible. In 1958 there was a significant 
increase in the capital gearing of the 
Group B companies and it continued to 
decline to 1960 when shareholders’ funds 
had fallen to only 15.2 per cent of total 
funds. 
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It is debatable whether the present 
trends in capital gearing have tended to 
weaken the financial structure of Aus- 
tralian finance companies. Even higher 
capital gearing ratios are found overseas 
(e.g. in the United Kingdom and the 
United States). The safety provided to 
the lending public from the use of these 
ratios depends partly on the size of the 
company. The trust deeds of debenture 
issues usually prescribe limits to capital 
gearing. But fundamentally, the safety 
of public deposits and debenture holding 
depends on the quality of the paper held; 
the larger the company the greater the 
spread of risks and the cash return flow 
through repayments.°® 


The amounts available to ordinary 
shareholders in relation to shareholders’ 
equity and ordinary capital are shown 
as ratios (7) and (8). These ratios reveal 
the same patterns for the two groups of 
companies as for the previous ratios of 
profits to shareholders’ funds. However, 
three comments on the relationships be- 
tween these ratios are made. Firstly, fin- 
ance companies, and especially the newer 
companies, have made sparing use of 
preference capital as a fund raising device 
in the period: thus the differences between 
the ratios (6) and (7) have tended to be- 
come very narrow. Secondly, as_ the 
“new” companies tend to have smaller 
reserves in relation to ordinary capital 
than the “old” companies, the return on 
shareholders’ equity tends to be near to 
the return on shareholders’ capital for 
the new companies compared with the 
old. Thirdly, while the new companies 
have tended to maintain their profitability 
to the ordinary shareholders, the decline 
in ratio (8) for the older companies, had 
brought the level of return on ordinary 
capital just below that of the newer com- 
panies. 


The principal results which emerge 
from this study of the profitability ratios 
shown in Table V are: 


(i) in the past decade the “profit margin” on 
the funds employed in the hire purchase 





. For the U.K. discussion on this point see: 
Neil Runcie, “Some Thoughts on the Pro- 
tection of Depositors’’, Credit, Quarterly 
Review of the Finance Houses Association, 
Vol. 1, No. 2, April, 1960. 


dae 


finance industry increased, for all companies 
included in this survey, from 3.8 per cent 
in 1951 to 5.1 per cent in 1955 and then 
declined to 2.2 per cent in 1960; 

(ii) in the last six years the earning rate, after 
tax, on shareholders’ funds and on ordinary 
capital for the older established finance 
companies has approximately halved to 96 
per cent and to 17.7 per cent respectively 
in 1960; 

(iii) the newer finance companies, some of 
which are partly owned by trading banks, 
have compensated for their lack of reserves 
by employing a high capital gearing and 
have tended to maintain profitability on 
ordinary capital better than the older com- 
panies; 

(iv) in 1960 the profitability of all the finance 
companies in this survey had fallen to a 
level only sufficient to cover the traditional 
dividend in this field, achieved by major 
companies, of about 15 per cent; and, 

(v) the level of profits in relation to share- 
holders’ funds for the listed finance com- 
panies is still probably some 40 per cent 
above the overall average for all companies 
in the economy but well behind the perform- 
ance of leading growth cornpanies!®. 


Vil 


Prevented from competing against the 
finance companies, the banks have done 
the “next best thing” and acquired a 
shareholding in these companies. The 
first Australian bank to form an associa- 
tion with a finance company (Custom 
Credit Corporation) was the National 
Bank of Australasia in 1953/54. Since 
then the other private banks have fol- 
lowed suit; and the E.S.&A. Bank 
“floated off” its hire purchase department 
into a wholly owned subsidiary, Esanda 
Ltd. 

In Table VII an attempt is made to 


examine the relationship between bank 
profits and associated finance compaty 





10. See Reserve Bank of Australia, Statistical 
Bulletin, March 1961, where net profits In 
relation to shareholders’ funds of 8.5 per 
cent are calculated from 773 published 1960 
accounts of public companies. It is likely, 
however, that undisclosed profits are less 
for finance companies than for some other 
types of company. By way of comparison 
with “growth’’ companies, The Australian 
Financial Review (19/5/60, p. 21) quotes & 
survey of Australian companies which lists 
6 companies earning over 50% on ordinary 
capital, 16 over 40% and 39 over 30% in 
the accounts presented in 1959/60. These 
figures compare with 20% for the weighted 
average of nineteen finance companies. 


The Australian Accountant, August, 1961. 





profits in two years, 1959 and 1960. Pub- 
lished accounts only have been used and, 
therefore, the figures for bank profits are 
subject to the usual qualifications about 
disclosure for this kind of institution. 


Nevertheless, the picture which emerges 
is that the associated finance companies 
have been making a growing and now 
large contribution to disclosed bank pro- 
fits. This is especially the case with the 


TABLE Vil 


Relation of Bank and Finance Company Profits 





ASSOCIATED FINANCE COMPANY 





Dividend NAME 
Distri- 
bution 


BANK SHARE 
of 


Divi- 
dend 


£Am. 


Net 
Profit 


£Am. &£Am. 


Bank Bank 
share of share of 
Finance Finance 
Company Company 
Profits Dividend 
as % of 

Bank 


Profits Dividend 





Australia & 
New Zealand 
Bank Ltd.(a) 


Bank of 
Adelaide Ltd. 


Bank of New 
South Wales(a) 


Commercial 
Bank of 
Australia 
Ltd. 


Commercial 
Banking Coy. 
of Sydney 
Ltd.(a) 
English, 
Scottish & 
Aust. Bank 
Ltd.(b) 


National Bank 
of Australasia 
td. 


1959 ACCOUNTS 


Industrial 
Acceptance 
Holdings Ltd. 


Finance Corp. of 
Aust. td. 
Australian 
Guarantee 
Corp. Ltd. 


General Credits 
Ltd. 


Commercial & 
Gen'l. Acceptance 
Ltd.(c) 


Esanda Ltd. 


Custom Credit 
Corp. Ltd. 





Australia & 
New Zealand 
Bank Ltd.(a) 


Bank of 
Adelaide Ltd. 


Bank of New 
South Wales(a) 


Commercial 
Bank of 
Australia 
Ltd. 


Commercial 
Banking Co. 
of Sydney 
Ltd.(a) 
English, 
Scottish & 
Aust. Bank 
Ltd.(b) 


National Bank 
of Australasia 
Ltd. 


1960 ACCOUNTS 


Industrial 
Acceptance 
Holdings Ltd. 
Finance Corp. of 
Aust. Ltd. 
Australian 


Guarantee 
Corp. Ltd. 


General Credits 
Ltd. 


Commercial & 
Gen'l. Acceptance 
Ltd.(c) 


0.473 0.345 Esanda Ltd. 0.303 0.250 


Custom Credit 
Lt 


Corp. 0.350 


0.980 0.908 0.689 


64.1 


70.3 





NOTES: (a) Consolidated accounts, including the savings bank and dividends received. 


(b) Consolidated accounts, including the wholly owned finance company subsidiary. 


(c) First year of operation. 
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E.S.&A. Bank, the National Bank, and 
the Commercial Bank of Australia. The 
beneficial influence of CAGA on the dis- 
closed profits of the Commercial Banking 
Company of Sydney is also apparent in 
comparing the 1959 and 1960 accounts. 


Vil 


As stated earlier, it is intended to 
broaden the coverage of this survey and 
to extend the period examined, but the 
companies included in the present study 
are considered to be sufficiently represen- 
tative to allow he following interim con- 
clusions to be presented: 


(1) There have been definite turning 
points in the profitability of the hire 
purchase finance industry as a whole: first 
in 1955 and again in 1958. In each of 
these two “hinge” years, the rates of 
profit moved downwards. In the years 
1959 and 1960, the industry was earn- 
ing a rate of profit on ordinary capital 
(18-20%) well below that returned by 
leading growth companies (30-50%). 
Whilst the earning rate appears to cover 
average dividends quite weil, there has 
been a significant fall, as seen in Table 
III, in retained earnings over the period. 
Nevertheless, profits in relation to share- 
holders’ funds in this industry are still 
well above the average for the economy 
as a whole. 


(2) Although total outstanding bal- 
ances have continued to increase at quite 
a high rate throughout the period, profits 
have not kept pace since 1955. On the 
one hand this has been brought about by 
a higher level of repossessions, increased 
labour costs, taxation (stamp duties) and 
higher interest charges for borrowed 
money. On the other hand competition 
from within the industry has helped to 
reduce the profit margin on the increased 
business gained; in fact, until recently, 
the general trend of finance charges in 
Australia has been downwards in post- 
war years. 


(3) There have been different profit 
patterns for the older and newer com- 
panies. The rate of growth of profits of 
the former have declined at a faster rate 
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than those of the newer companies; the 
amount of profits earned by the older 
companies decreased absolutely in 1959 
and 1960. The newer companies, many 
of which have bank affiliations, have 
been obtaining a larger share of the busi- 
ness and maintaining profitability better 
than the older companies by using higher 
capital gearing ratios. 


(4) Although public deposits are not 
in danger, the present trend to higher 
capital gearing ratios in this industry 
does tend to decrease the security pro- 
vided to lenders. However those com- 
panies, that have not matched their bor- 
rowings and lendings, may face some 
difficulties in the present liquidity 
squeeze. 

(5) A number of the medium and 
smalier finance companies may have 
been successful in avoiding the conse- 
quences of the competitive struggle be- 
tween the giant firms in the industry. 
This topic will be examined in greater 
detail later when profits are related to 
size and rate of growth of the companies. 


(6) The effective rate of interest in- 
volved in the use of hire purchase fin- 
ance is high in comparison with bank 
overdraft finance. Nevertheless, the costs 
involved in this finance are also consid- 
erably higher. The companies have re- 
cently taken action, however, to stop 
this drift in their profits by increasing 
their charges and tightening terms on 
the more risky business. It remains to be 
seen how effective this action will be. 


(7) The trading banks, denied the 
opportunity of competing directly with 
the finance companies by tight central 
bank controls, have acquired a stake in 
the equity of hire purchase finance com- 
panies. The associated finance companies 
have been making a significant contn- 
bution to the disclosed profits of the 
banks. 

Shakespeare was certainly wrong for 
our day when he advised “neither a bor- 
rower, nor a lender, be”. Nevertheless, 
the results of this survey show that hire 
purchase financing has become both less 
profitable and more expensive. 
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DOCUMENTOR 


UNDERWOOD Golden Touch ELECTRIC 


... With the exclusive ‘Floating Keyboard 


Never before such a range of new features. 


* ‘Floating Keyboard’. The exclusive ‘Floating’ design 
brings typing control towards the typist * Dramatic new 
siyiing and design ® Electrifies 94% of all typing opera- 
tions ® Keyboard tab and margin set ® Print-perfect 
impression control ® Carbon ribbon attachment available. 


See the latest Electric typewriter— 
the Underwood ‘Documentor'—at 


oy) STOTT & UNDERWOOD LTD. 


SYDNEY: 254 GEORGE STREET—27 1182 MELBOURNE: 265 EXHIBITION STREET— 
32 4371. BRISBANE: 229 ELIZABETH STREET—31 1845. NEWCASTLE: 53 KING STREET— 
B 2358. LISMORE: CARRINGTON STREET—3926. WOLLONGONG: 82 KEIRA STREET— 
B 3586. CANBERRA: 3 LONSDALE ST., BRADDON—4 6363. GEELONG: 155 RYRIE STREET 
—2621. ADELAIDE: 21 GRENFELL STREET—8 4994. 
Associated Office—PERTH: 252 MURRAY STREET—BA 4357 

Sales and Service throughout Australia. 
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Duplication’s our business 


. « » BUT OUR RANGE OF MACHINES CAN’T BE DUPLICATED! 


Electrically driven and hand 
operated models are avail- 
able both with and without 
automatic feed;. for paper 
sizes up to 9” x 14”. 
Similar brief models for 
paper up to 14” x 17”. 


Check these advantages: 


1, Rugged construction for permanent 
use and high efficiency. 

Direct felt moistening (an Ormig 
speciality) which permits to maké 
more and better copies. 

. Completely automatic and absolutely 
reliable paper feeding device. 
Hairline registration also when feed- 
ing automatically. . 

Automatic master clamping device. 
Second clamp for additional masters 
and/or masks. 

Automatic fluid-pump control. 
Micro-adjustment of fluid-feed accord- 
ing to type of job. 

Adjustable control for raising and 
lowering masters. 

Recessed counter. 


XN 


3 

4. 
5. 
6. 
7. 
8. 
9. 


S 





USES NO INK, NO STENCILS, NO - 
GELATINE. SEVERAL COLOURS IN ° The low-priced and first class spirit 
* duplicator for all paper sizes up 

ONE OPERATION : _. °. 9” x 14”. Sturdily built, simple and 
Priced at only £36 this inexpensive + fooiproof master-clamp. Semi-automatic 
spirit duplicator is ideally suitable for *. fyid-feed. Adjustable pressure control. 
Schools, Clubs, Restaurants, Small * The D.12 can also be supplied with 
Offices, Churches, Local Authorities, * recessed counter and with addressing 
Fashion Shops, Brokers, etc. * device for envelopes. 


Other popular models in all price brackets! 


COMMERCIAL MACHINES: 


MELBOURNE: SYDNEY: BRISBANE: 
330 William Street 350 Kent Street 552 Queen Street 
34 4681 29 6537 B 8758 
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The Accountant and Profit Making* 


By A. F. J. SUTHERLAND, A.A\S.A., F.C.A.A 


Profit Mindedness 

Profit awareness in any organisation 
almost never arises by accident. It must 
be thought about, planned and worked 
for. Top management must create the 
right climate in which it can thrive. It 
is the handiwork of all levels of manage- 
ment throughout an organisation. 


How to develop this intense personal 
concern for profits, in organisations grow- 
ing increasingly impersonal as they in- 
crease in size, is one of the most challeng- 
ing problems of management. 


I am convinced that this very “profit- 
mindedness” is one of the most desirable 
and important attributes of every good 
cost accountant and of every good man- 
agement team. 


The Accountant as a Part of Manage- 

ment 

There would seem to be no doubt that 
in the years ahead, with the development 
in size of industry and the increasing 
number and importance of vital economic 
decisions to be made, that management 
will be looking to accountants for all the 
assistance their knowledge and specialised 
training has fitted them to give. 


What management will seek and 
expect, however, will not be merely 
efficient accounting techniques, but the 
ability and willingness of accountants to 
think like managers and to make a con- 
structive contribution to the problem of 
profit making. To my mind this will 
require cost accountants to be prepared 
to:— 


Think beyond the confines of their 
specialist field. 





*This subject comprised the 1960 presidential 
address delivered in Melbourne to members 
of the Victorian Division of The Australasian 
Institute of Cost Accountants by Mr. Suther- 
land during his term as the Institute’s Presi- 
dent. The address was delivered also to mem- 
bers in Adelaide and Brisbane. 
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Widen their sphere of management 
knowledge. 


Develop a better appreciation and 
knowledge of the need for and im- 
portance of the various other func- 
tions of management such as pro- 
duction, sales, etc. 

Play an increasingly important role 
in relation to the decision-making 
process of management. 


More so than ever today, top manage- 
ment is looking for accountants pre- 
pared to “stick their neck out” provided 
they are right. 


Can the Cost Accountant Influence Mana- 
gement Planning and Policies? 


There are many ways in which the 
cost accountant, either directly or in- 
directly can influence management plan- 
ning and policies and the final profit 
result. 

Through the profit budget he can help 

establish the profit target at which 
the organisation is shooting. 


Through assistance with the sales 
budget, he can help establish both 
desirable and realistic sales levels. 


By proving to management the extent 
to which volume can affect profits, 
he can influence production levels. 


In many cases he can influence man- 
agement policy in relation to depre- 
ciation of fixed assets. 

He can often influence policy and 
through this the “product-mix”. 


By “selling” management on the costs 
involved in carrying large “in- 
process” and finished stocks, he can 
influence inventory levels. 


He is admirably placed to keep man- 
agement informed on “low profit” 
and “no profit” lines, from the view- 
point of policy regarding their con- 
tinuation or withdrawal. 
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His contribution to the economic 
aspects of and total expenditure 
on advertising, research, innovation 
and product development, can bear 
vitally on future profit levels. 

The type and extent of service and 
information provided by him to the 
marketing and selling team, parti- 
cularly on the profit content of pro- 
ducts indicating which should be 
pushed, can help sales and profits 
and spread _ profit-consciousness 
further through the sales team. 


Through his reports on the economic 
aspects, he can often influence man- 
agement’s thinking and decisions on 
plant replacement or modernisation. 

He can influence management thinking 
and action in relation to avenues for 
cost reduction. 

By special reports on the various 
aspects, he can sometimes influence 
management thinking in relation to 
“take-overs’’. 


All this and more, remember, in addition 
to the valuable contribution he can make 
through timely reports, showing profits 
and the factors which contribute to profits, 
to all levels of management who need this 
information to do a bigger and better 
job. 

Not every cost accountant is so placed 
as to be able to do all these things, but 
most are so placed as to be able to do 
many of them. 

This adds up to great power potential 
and is, without doubt, the reason why so 
many of our members are serving industry 
so well today. But many perhaps could 
ponder whether they are making all the 
contribution to profit-making that they 
can or should. 

Pulling your weight in the manage- 
ment team, adds up to more that just 
good accounting or good budgeting or 
getting monthly balances out a few days 
earlier than usual. 

It involves thinking as a “generalist” 
rather than as a “specialist”; it involves 
maximum service and co-operation with 
other members of the team; remember- 
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ing that profits come from sales; jt 
involves prompt and clear preparation 
and presentation of figures which call for 
action; regular scrutiny of the profit 
content of all lines; finding ways to cut 
out loss and low margin lines and ways 
to improve the margin content of others; 
thinking how and where we can cut or 
save on inventory or waste and reduce 
costs generally — all these things and 
many more. 


Most important of all, it requires a 
constructive approach always and a 
continued unwillingness to accept that 
conditions as they are must continue or 
cannot be improved. 


Cost Reduction Programmes 


So much is written, both in Australia 
and overseas, on the value and importance 
of cost reduction programmes generally, 
that it is most important that we should 
keep the relative importance of such pro- 
grammes in correct perspective in relation 
to the general business picture. 


As regards cost reduction generally, 
maintaining cost factors in balance and 
consistent with income so that a reason- 
able return on investment is achieved, is 
a job that requires constant watchfulness 
throughout every organisation on a day- 
to-day, week-to-week basis, and is one in 
which cost accountants can play a most 
important role. 

So called cost reduction programmes 
on the other hand, are usually drives 
instituted in an attempt to hold profit 
levels when these become endangered by 
a business downturn and the organisation 
is faced with a period of likely sales and 
profit contraction. 


This is the situation applying in many 
sections of industry in America today 
where they have run into a recession and 
the call has gone out to reduce costs and 
cut out the “dead” wood. 

Without in any way “knocking” cost 
reduction programmes — that savings by 
their institution can be achieved is ut 
doubted — I want only to emphasise that 
they are usually only a stop gap arrange- 
ment at any time. 
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When they are used to fight sales 
contraction, all they can usually do is 
stop profits from going lower not make 
them go much higher — they certainly 
won't keep a company surging along as 
the leader in its industry or provide all 
the “fat” necessary to weather a long 
economic storm. 


Some much bigger and more creative 
thinking will be necessary to do that 
something that will bring in extra sales 
and gross profits — and the cost account- 


ant, as a likely contributor to company 
policy making, should bear this in mind. 


In most organisations, even where 
labour cost variations are large their 
effect on total profits is relatively neglig- 
ible and, to a lesser degree, the same can 
be said of many expense items. 


Particularly in industries where heavy 
capital investment is involved, increased 
volume and sales will usually slash unit 
costs far below the results of any cost 
reduction programme. 


In industries where material represents 
anything from 40% to 80% of total cost, 
the most obvious place to look for savings 
is in material costs or usage — and on a 
year round basis—not as part of a 
periodic cost reduction programme. 


Remember, wise policies, increased 
sales, reduced inventories, innovation and 
research — all these things — are much 
more likely to increase profits (and by 
far larger sums) than any cost reduction 
programme. 


Plant Modernisation 


_ There are other areas of management 
in which cost accountants will have to 
take a much greater interest in the future. 
One of these is in connection with plant 
modernisation. 


In the rapidly changing technological 
world of today, equipment bought in one 
year can be almost out of date next year 
and this raises very serious problems of 
obsolescence and the need for plant to 
be written off out of profits as rapidly as 
Possible. 
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In the years ahead the company which 
fails to keep its plant up-to-date is likely 
to fall so far behind the other leaders in 
its industry that it will be either forced 
out of business or seek to be taken over 

and this despite any possible Govern- 
ment legislation against monopolies which 
I think fails to recognise the fact that 
companies often put themselves in this 
position. 


In his paper “Appraising Industrial 
Administration” delivered to the Institute 
of Management, that noted authority Pro- 
fessor Erwin Schell stated:— 


“In our evaluation of management we 
are definitely and deeply concerned with 
management’s policies and practices re- 
garding upkeep. Only a few companies 
manage to keep their entire plant up-to- 
date. It is these latter organisations whose 
securities are apt to impress us favour- 
ably, for we have learned by experience 
that the greatest bulwark of competition 
is the continuing presence of modern 
facilities, irrespective of the age of the 
establishment.” 


All very interesting, but what can the 
cost accountant do about it? He can do 
the following things:— 


Keep abreast of technological changes 
in his industry, both local and over- 
seas, by regular reading of trade 
journals, etc. 


Bring a constructive attitude to bear 
on the problem, if and when called 
upon, of the economics of whether 
to convert certain plant or replace 
it with new. As well as weighing 
up whether the organisation can 
afford to do it, he must weigh up 
whether it can afford not to do it 
and maintain its competitive posi- 
tion. 

Both for his own and his company’s 
sake, he can make himself aware of 
the tremendous cost reductions which 
plant modernisation usually makes 
possible. 


Press for and support policies of 
planned profit achievement which 
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will permit the more rapid write-off 
and replacement of plant. Adequate 
profits are a vital pre-requisite. 


Think realistically in regard to this all 
important question of accelerated 
depreciation. To my mind, it is pos- 
sibly more correct to regard this as 
a means of self-preservation and 
long term planning for lower costs 
and better quality — rather than as 
a means of hiding excess profits. 


Many companies are understandably 
reluctant to write down their plant 
values too quickly for fear low 
balance sheet values may leave them 
open to “take-over” bids. On the 
other hand, others are recognising 
the problem by providing annually 
out of profits amounts over and 
above normal depreciation which 
are carried to “Asset Replacement 
Reserves”. Examples announced in 
recent months include: 

The Broken Hill Proprietary Co. Ltd. — 
£7,000,000 (equal to B.H.P.’s total net profit 
in 1957). In addition, plant to be written 
up to “a figure which bears a closer relation- 
ship to the current worth of the fixed 
assets”. 

Australian Consolidated Industries 
£500,000 — plant replacement. 
The Myer Emporium — £250,000 — buildings 

replacement. 


Note: B.H.P.’s future depreciation will be 
based on the written-up plant figure — the 
others are over and above normal depre- 
ciation. 


Ltd. — 


The Danger of Over-Investment in Build- 
ings and Plant 


When considering or reporting upon, 
as part of the management team, the 
economics of expansion and modernisa- 
tion, as I see it, accountants will need to 
beware the spectre of over-investment in 
buildings and plant. 

One inevitable result of inflation over 
the last twenty years, is that plant and 
machinery and building costs have soared 
to levels where over-investment in fixed 
assets can be a real danger. 


Since mistakes in the expenditure of 
capital are usually irrevocable—or at 
best difficult to correct — proposed large 
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Capital expenditures will need to be sub. 
jected to critical analysis as to whether 
they can be economically justified. 


The following quotation from the Tariff 
Board Report, 1959, aptly summarises 
the position: — 

“In the Board’s view, a good deal of jp- 
vestment is made without a proper appraisal 
of the market. This has been an important 
factor in the development of excess capacity 
—it is not a problem that can be solved 
by the imposition of higher tariffs on imports 
of competing goods. The extra costs result- 
ing from the higher capital investment can 
mean that an industry is vulnerable to ex. 
ternal competition, and the entry of im. 
ported goods at lower prices exposes the 
high cost structure of local producers.” 


Whilst in any modernisation or expan- 
sion project some prudent excess plant 
capacity is usually provided for, where 
required expenditures on buildings and 
plant are large, such excess capacity pro- 
visions should be realistic and not pro- 
jected too far into the future. 


Remember, the business that fails 
usually does so on the short-term not on 
the long-term. There are dangers in the 
type of thinking that “all will be well on 
the long term”. 


Maximum Plant Utilisation 


One of the most important contribu- 
tions accountants can make to manage- 
ment is in “selling” them on the many 
benefits of maximum plant utilisation. 


Today, replacement costs of new plant 
are very high and technological advances 
are coming so swiftly that new plants 
become obsolete breathtakingly fast. 


Because of this, the new pattern for 
investment in plant and buildings is likely 
to be that depreciation and earnings must 
be made to repay capital investment over 
a shorter span of years than hitherto 
accepted. 


In the U.S.A., U.K. and Europe, some 
companies today are thinking in terms of 
4 years as a reasonable period as against 
8 years in the post war era. 


There are many industries in Australia 
where, in relation to its high capital cost, 
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plant and machinery is worked for only 
a fraction of the time it could be and 
should be, and such under-use represents 
a large economic and social loss. 


The theory of multiple shift working 
is that, on say three shifts, only one-third 
of the plant and a building one-third of 
the size is needed to produce three times 
as much as a larger building and plant on 
one shift. 


The reduced capital investment neces- 
sary and the possibilities for lower costs 
and higher profits of such a picture will 
be immediately apparent. 


As well as these however, another very 
important advantage that results is that 
multiple shift working permits faster plant 
write-off which, in turn, makes possible 
more frequent replacement which can 
keep you that much ahead of your com- 
petitors all the time. 


In our organisation, large capital invest- 
ment for new textile mills would not be 
considered unless they could be operated 
on a three-shift basis. Our organisation 
is not alone in this attitude. Many other 
Australian industries operate high capital 
cost repetitive processing machinery to 
maximum capacity on three shifts. I 
believe that Courtauld’s rayon filament 
yarn plant operates seven days a week 
around the clock, as do some of the large 
paper mills. 


It is true that there are social problems 
involved in multiple shift working and 
higher labour rates to be paid, but on 
balance, these will usually be found to be 
preferable to, and cheaper than, the high 
cost of obsolescence. 


_ It is worth bearing in mind, that whilst 
it might be completely uneconomic to 
operate some types of plant for say eight 
hours daily, the same plant could perhaps 
be justifiably operated 24 hours daily. 


The following quotation from a paper 
by one of the world’s leading industrial- 
ists, Sir Alexander Fleck, chairman of 
Imperial Chemical Industries Ltd., carries 
the message we should all heed: 
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“We talk a lot nowadays about in- 
creasing the level of productivity. We 
have work-study and incentive schemes; 
we evolve methods of distribution or of 
stock control; we think up all sorts of 
ingenious devices for increasing produc- 
tion. All of these are most valuable and 
indeed essential to well-being — but com- 
pared with the proper management of 
capital their influence on overall efficiency 
is not that of life or death. It is not un- 
common these days to have £15,000 of 
fixed capital investment behind each 
process worker; and this figure on 
occasions may be substantially exceeded. 
Where industries have to carry invest- 
ment on this scale the productivity of 
capital is inevitably the most important 
single consideration in industrial effici- 
ency.” 

Profit Opportunities in Leasing 


If overseas trends are followed in Aus- 
tralia, and it seems most likely that they 
will be, during the next ten years we are 
likely to see a rapid development of the 
rental type of economy — the leasing of 
many items of plant and equipment as 
distinct from outright purchase or sale. 





For those companies which can earn 
a far larger return by leasing certain plant 
and buildings and are thus enabled to use 
in their own business the capital that 
would otherwise be “tied-up”, new oppor- 
tunities will open for faster expansion and 
increased profit-making. 


One of our largest retailers was said 
recently to be negotiating for the sale and 
lease back of one of its large buildings 
with a view to releasing funds required 
for expansion of present business. 


There will be many companies and 
situations where this type of transaction 
will warrant serious consideration by ac- 
countants, but it is worth bearing in mind 
that there are many pitfalls to be watched 
from the taxation point of view. 

It is on the leasing (instead of selling) 
side — particularly of manufactured pro- 
ducts—that the real revolutionary changes 
are likely to take place, however. 
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The products and services now being 
rented overseas include industrial plants, 
capital equipment and tools, cars and 
trucks, construction equipment, locomo- 
tives, planes, boats and sporting goods, 
jewellery, vending machines, business 
machines, air conditioners, washing 
machines, household appliances — and 
many other items. 


With advances in automation, leasing 
will be one avenue of increased sales 
which could enable businesses to get 
maximum use from equipment and, at 
the same time, realise cost reductions 
and increased profits. 


For accountants of companies likely to 
be sharing in this leasing market, it will 
mean greater emphasis on such matters 
as direct costing and profit-volume rela- 
tionships; short- and long-term profit 
planning in relation to required return 
on investment, and pricing —to reflect 
profit contribution by product, customer 
and market groups and to provide for 
both product obsolescence and produc- 
tion facilities obsolescence. 


The Accountant and “Take-overs” 


Every accountant owes it to himself 
and to his company to keep abreast of 
what is going on about him in the busi- 
ness world generally and in his own 
industry particularly. How does his 
organisation rate in the general business 
picture or the industry picture? 


Is the company one of the leaders in 
the industry—dynamic, aggressive enter- 
prising and expansive? Or is it barely 
holding its own in a rapidly expanding 
industry and economy? Is the company 
one of the weaker members of the industry 
and if anything, losing ground to the 
stronger members? 


If in the first category, and the com- 
pany is listed on the Stock Exchange with 
a healthy premium on its shares and is 
“take-over” minded, the accountant has 
a responsibility to seek out and present 
to his management information on com- 


panies which could be considered as 


“take-over” propositions. 
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Top management is entitled to look 
for some lead on these matters from its 
financial experts because most “take. 
over” propositions have first to pass the 
acid test of being economically justified 
before top management can assess them 
in relation to the many other factors 
involved. 


No company is too large to be taken 
over and every listed company has an 
incentive to keep its shares standing at 
a good premium in the market, not only 
for when it may want to use this factor 
to buy, but also, as a protective measure 
against someone wanting to take it over. 


The best way to get and keep a good 
premium on a company’s shares is, of 
course, to make good profits and pay 
good dividends with, perhaps, a bonus 
issue now and again as a “sweetener”. 


If an accountant’s organisation fits into 
either of the other two categories i.e. the 
“barely holding” or the “losing ground” 
type of companies, he has a responsibility 
to recognise the vulnerability of the posi- 
tion for a “take-over” particularly if the 
“high assets backing with low profit earn- 
ing” situation is present. 


Many a company in these latter two 
categories has recovered from the brink 
of disaster by wisely changing many of 
its policies before it was too late — and 
as a result has gone forward from strength 
to strength. In such cases, the account- 
ant, with other executives, has the task 
of “selling” top management on new or 
changed policies which could improve 
profits. His ideas can be as good as those 
of anyone else and provided he is sure 
of his facts he should not hesitate to put 
them forward. 


Return on Investment 


It is always an interesting exercise for 
any organisation to relate its annual profit 
to real investment and to compare it wil 
the return available from investment m 
Commonwealth Bonds. 


There are many low profit —<— 
situations in which an organisation 
well consider selling some of its valuable 
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assets (particularly land and buildings) 
and re-investing the proceeds in more 
profitable avenues. 


The important thing is that the ac- 
countant should not allow management 
to lull itself into a false sense of security 
by thinking too much only in terms of 
profit return on paid-up capital—in some 
cases introduced many years earlier. 


Marketing 


An annual award was recently estab- 
lished te be won by the Australian com- 
pany contributing most to more efficient 
marketing. The object of the award is 
to encourage the growth of Australian 
industry by improving its ability to com- 
pete in both home and overseas markets. 

As repetitive processing industries par- 
ticularly, become more and more auto- 
mated, the emphasis will almost certainly 


swing from ability to produce to ability 
to sell. 

Although not the specialist domain of 
the cost accountant, he should recognise 
the trend and keep it in right perspective 
in the business picture. 


Conclusion 


The emphasis in the years ahead will, 
of necessity, be on profit making and 
if anything, away from other business 
aspects about which it has been fashion- 
able to talk. 

Accountants should keep in mind that 
their techniques are far less important in 
the business picture than they think. 

What top management really wants 
from cost accountants and for that matter 
all executives in the management team, 
is constructive help and guidance on 
where it can make more profits or more 
savings. 





BOOK REVIEW 


Concepts of Depreciation; by Louis Goldberg, 
B.A.. M.Com., F.A.S.A., F.C.A.A., Law 
Book Co. of Australasia Pty. Ltd. 130 pp. 
Price 30/-. 


Of this book’s five chapters, four have al- 
teady been published, three having originally 
appeared as research lectures under the spon- 
sorship of the Australian Society of Accoun- 
tants, at Canberra in 1953, Brisbane in 1954 
and Melbourne in 1958. A fourth, “Depre- 
ciation and Capital Erosion” was written for 
Australian Accountancy Progress, 1954. The 
remaining chapter, “Some Doubts Concerning 
Depreciation in Government Accounting” is 
published for the first time in this book. 

In the words of the author, who is Pro- 
fessor of Accounting in the University of 
Melbourne, these papers are concerned with 
“questions that perplex and tantalize and 
fascinate”. It was not always so; for, as Pro- 
fessor Goldberg tells us, as far back as 1903 
a writer found himself able to say: “there 
would not appear to be much more which 
could profitably be said upon the subject.” 
This book certainly disproves that opinion! 

In spite of the fact that it is a collection 
of essays written at different times, rather than 
4 single work divided into sections, there is 
much less overlapping and repetition than 
might have been expected. Moreover, there 
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is little in the book that can be considered 
out of date, even in the earliest-written paper 
(1953). That chapter, in fact, seems to this 
reviewer to be one of the best contributions 
that Profess.».r Goldberg has made to account- 
ing literature. Its theme is one that cannot be 
overstressed: the great obstacle to communi- 
cation caused by the fact that the word “de- 
preciation” is used in many different senses. 
This theme, in fact, pervades the whole 
book. It recurs in the second chapter, in which 
we discover how the term is used (or mis- 
used) in practice by 78 Australian companies. 
We see it again in Chapter 3, which deals 
with “capital erosion” and in Chapter 5, which 
explains how discussions of depreciation are 
frequently based on assumptions which have 
not themselves been sufficiently examined. It 
appears once more in the chapter on govern- 
ment accounting, where we are shown how 
unsatisfactory and superficial is the cut-and- 
dried view that governments should adopt 
“commercial principles” in their accounts. 
Perhaps it would be a little too drastic to 
abandon the term “depreciation” altogether. 
as Professor Goldberg seems to suggest (page 
25), but at any rate he has given us reason 
to handle it with extreme care. The lesson, 
too, has wider application; for of course “de- 
preciation” is not the only term which con- 
fuses accounting thought by its ambiguity and 
lack of precision. 
C.A 
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The World Bank 


HE International Bank for Recon- 

struction and Development or the 
World Bank, as it is informally known, 
was formed together with the Inter- 
national Monetary Fund as a result of 
the Bretton Woods Conference, in 1944. 
As a specialized agency of the United 
Nations it has been one of the outstand- 
ing successes in the field of international 
co-operation in the marshalling of finan- 
cial resources for the economic develop- 
ment of its less developed member 
countries, 


As the Bank’s formal title implies, one 
of the reasons for its existence was the 
need to provide finance for reconstruction 
during the economic emergency of the 
post-war period. The first of the Bank’s 
loans was made to France in this period 
and similar loans were made to The 
Netherlands, Denmark and Luxembourg. 
These loans made possible the import of 
raw materials and capital equipment 
urgently needed for post-war reconstruc- 
tion at a time when foreign exchange 
balances were virtually exhausted. The 
loans performed a valuable function 
which was taken over in 1948 by large 
scale United States aid under the 
Marshall Plan. 


Relieved of this task of post-war re- 
construction, the Bank was able to turn 
its attention to the long-term economic 
development of its member countries. 


By the end of 1960, the Bank had 
made 277 loans in 54 member countries 
and territories in an aggregate of approxi- 
mately 51% billion dollars, which, in the 
main, have financed developmental pro- 
jects in transportation, electric power 
generation and transmission, agriculture, 





The author of the above article is employed 
by The International Bank for Reconstruction 
and Development (The World Bank) in Wash- 
ington D.C., as Chief of the Loan Section of 
the Financial Division of the Bank. 
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By D. W. GRAY, F.A.S.A., A.C.A.A, 


communications and industry. Included 
in these loans are six to Australia total- 
ling more than $300 million to provide 
equipment for developmental purposes. 
One of these loans for $9 million was 
made in 1956, to finance the purchase 
of new aircraft for Qantas, Australia’s 
overseas airline. The other loans were 
for the import from the dollar area into 
Australia of equipment for transportation 
(road and rail), farm mechanization, 
mining and electric power development 
and also certain industrial projects includ- 
ing iron and steel manufacture. Austra- 
lia is the third largest borrower from the 
Bank, following India which has received 
loans amounting to $700 million, and 
Japan $440 million. 


The Bank obtained its initial capital 
from subscriptions from its member 
countries (now numbering 68) based on 
a formula agreed upon at Bretton Woods. 
Ten per cent of each member’s original 
subscription is paid up (one per cent being 
in United States dollars or gold, and 9% 
in the currency of the member). The 
remaining 90% of each subscription 
remains uncalled and can be called only 
if the Bank has difficulty in meeting its 
obligations created by borrowing or by 
guaranteeing loans. This large uncalled 
subscription provides a substantial reserve 
backing which helps the Bank to raise 
money by bond issues in the commercial 
markets of the world. The Bank has 
successfully borrowed funds in the invest- 
ment markets of the United States, 
Belgium, Britain, Canada, Germany, The 
Netherlands and Switzerland, and these 
issues together with the paid up members 
subscriptions and profits have provided 
the Bank with funds for its own lending. 


Portfolio sales to investors of portions 
of Bank loans and principal repayments 
have also been a substantial source of 
funds for lending operations. Portfolio 
sales include participations by large inst 
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tutional investors in Bank loans at the 
time they are made and usually take the 
form of purchases of the earlier matur- 
ities. Repayments of loans to the Bank, 
and sales whilst representing a recovery 
of funds originally derived from one of 
the above-mentioned sources, have the 
same effect as new capital in that they 
reduce the amount the Bank would other- 
wise have to obtain from other sources. 


All applications for loans are carefully 
studied with regard to their being applied 
for productive purposes and the ability 
of the borrower to service the loan. 


The Bank conducts its affairs so that 
it may earn a return on its investment 
sufficient to cover its own cost of borrow- 
ing, the annual commission (at present 
1%), and operating costs approximating 
one-quarter of 1%. The commission of 


1% is provided for in the Bank’s articles 
of agreement and is held in a special 
reserve to meet the obligations of the 
Bank created by its own borrowings. The 
Bank’s interest rate of lending fluctuates 
with long-term commercial rates and is 


A 


currently 534% per annum. 


Loans normally cover only the foreign 
currency component of the cost of a 
project and the Bank’s insistence on inter- 
national competition in the placing of 
orders insures high standards and com- 
petitive prices. 


The Bank disburses funds under its 
normal project loans only as expenditures 
ae incurred by the borrower for specific 
goods or services. Disbursements are 
made on receipt of satisfactory docu- 
mentation based on normal banking pro- 
cedures, and this provides evidence that 
the items to be financed are covered by 
the loan agreement, are reasonable in 
cost and quality, and that shipment is 
actually being made. 


Administration of a loan also covers 
‘continuing scrutiny of the execution and 
operation of the project and a continuing 
feview of the economic and financial con- 
ditions of the borrower and of the country 
i which the project is located. These 
continue until a loan has been fully re- 


The Australian Accountant, August, 1961. 


paid. The Bank requires regular reports 
on the progress of the project covering 
such matters as engineering survey, speci- 
fication and design, and progress in plac- 
ing contracts for goods and _ services; 
physical progress and actual expenditure 
are correlated with original work 
schedules and cost estimates. These re- 
ports from the borrower are supple- 
mented by periodic visits to the project 
site by the Bank’s staff, and problems 
arising in the course of construction are 
discussed and solutions jointly explored. 

One object of this close supervision is 
to insure that the maintenance of service 
on Bank loans is not jeopardized by the 
emergence of conditions which might 
reasonably be prevented. However, with 
a broad objective in view the Bank also 
hopes to be of some assistance to its 
members by keeping in close touch with 
their economic problems and _ helping 
wherever possible with advice and tech- 
nical aid. 


By the terms of its charter, the Bank 
is obliged to restrict its loans to either 
the governments of member countries or 
to borrowers guaranteed by governments. 
This latter restriction has sometimes led 
potential borrowers to feel that they may 
be faced with undue governmental official 
interference in their affairs. After discus- 
sions with member governments’ repre- 
sentatives and representatives of private 
business and financial communities of 
member countries, the International Fin- 
ance Corporation (I.F.C.) was estab- 
lished. This sister organization has a 
capital of $100 million and makes loans 
to organizations, primarily industrial, 
without government guarantee. These 
ventures are always in partnership with 
private capital and the Corporation’s 
loans are intended to act as a catalyst 
and encourage rather than actively com- 
pete with private investment. A feature 
of the operations of both the Bank and 
the Corporation is that neither will make 
a loan to a borrower if funds are avail- 
able from any other source at reason- 
able cost. 


Late 1960 showed a further advance- 
ment in the economic co-operation 
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typified by the Bank, with the formation 
of a third organization known as the 
International Development Association 
(1.D.A.). 1.D.A. at present has 42 mem- 
bers with subscriptions of $863 million 
receivable from its members over a five- 
year period, and more countries are 
expected to join in the near future. This 
organization has the same staff and man- 
agement as the World Bank but is author- 
ized by its charter to lend on far more 
liberal terms than either the World Bank 
or the LF.C. It may make low interest, 
or even interest-free loans, for periods 
of as long as perhaps 50 years. 


From an accounting point of view the 
Bank and its associated organizations 
pose many complex problems caused 
primarily by the diversity of currencies 
and the magnitude of the sums involved. 
The word “billion” is often heard in the 
treasurer’s department of the Bank. 


Records of the disbursements to bor- 
rowers are maintained in the currency in 
which the payments are made, or, in those 
cases where the currency required to 
make a disbursement is not available, in 
the currency which was used for its pur- 
chase. Eighteen currencies is the maxi- 
mum number charged so far to any one 
loan, and a total of more than 40 
currencies has been utilized in lending 
operations. The Bank’s financial state- 
ments are prepared in United States 
dollars, and other currencies are trans- 
lated into dollars in most instances by 
using the par values as specified in the 
“Schedule of Par Values” published by 
the International Monetary Fund. For 
those countries whose currencies are not 
so specified the conversion is effected at 
the rates used by such countries in mak- 
ing payments of capital subscriptions to 
the Bank. 


All accounting records are maintained 
by the latest IBM punched card data 
processing equipment. One of the func- 
tions of this equipment is the periodical 
production of the complex borrowers’ 
statements of account, involving a mixture 
of both decimal and sterling currencies. 
The design of these machines has been a 
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technical achievement in the field of 


punched card accounting. 


The Bank’s loans have semi-annual 
principal and interest payments. Interest 
charged on outstanding loan balances js 
calculated in the currencies concerned op 
a “Focal Charge” system. Semi-annual 
interest charges are calculated on the 
outstanding balances in the various cur- 
rencies for the six-monthly period in 
advance. This focal charge is then ad- 
justed by any additional disbursements 
and principal repayments taking place 
during the six-monthly period. In order 
to give the borrower sufficient notice to 
enable the required currencies to be pur- 
chased for loan service payments, esti- 
mated billing statements are sent to the 
borrower two months before the end of 
the six-monthly period, based on balances 
outstanding at that date, and followed by 
final amended statements at the concl- 
sion of the six-monthly period. The 
borrower is requested to pay any addi- 
tional charges represented by the trans- 
actions during the two-monthly period 
between the estimated and final amended 
statements, only where the amount of 
interest concerned is material, otherwise 
the balances are carried forward into the 
next period. 


In addition to its more formal function 
of making loans, the Bank has performed 
useful works in the field of mediation in 
international economic disputes. Notable 
amongst these have been the settlement 
of financial disputes arising out of th 
Suez Canal incidents in 1956, and the 
successful mediation in the India and 
Pakistan Indus River dispute which 
culminated in the signing of the Indus 
Waters Treaty in 1960. The finance 
necessary to perform the extensive Indus 
Basin Irrigation works has been provided 
by loans from the World Bank and the 
United States supplemented by grails 
from Australia, Canada, Germany, New 
Zealand, the United Kingdom, and th 
United States. Australia’s contribution 10 
this fund was almost £A7 million. 


Much of the Bank’s technical assist 
ance is not directly associated with is 
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lending activities but may take the form 
of economic surveys, establishment of 
development programmes, and _ financial 
policies and administrative measures 
necessary to assure their success. The 
Bank maintains a close relationship with 
the United Nations by having representa- 
tives attend meetings whenever matters 
of interest to the Bank are being dis- 
cussed. 


Shortcomings in government planning 
and administration form one of the 
greatest obstacles to economic develop- 
ment. To give assistance in this field, 
the Bank established in 1955, with finan- 
cial support from the Ford and Rocke- 
feller Foundations, an Economic Deve- 
lopment Institute which is designed as a 


staff college for senior officials of less 
developed member countries. The Insti- 
tute’s aim is to improve the quality of 
economic management in less developed 
countries by gathering together a group 
of senior officials and studying with them 
the practical problems which arise in pre- 
paring and carrying through development 
programmes and projects. 


The Bank is helping the developing 
countries on a broad front. These activ- 
ities are by the Bank’s very nature mainly 
financial, but all its activities, together 
with those of its affiliates, are closely 
linked with the whole United Nations’ 
endeavour to raise living standards 
throughout the poorer and less developed 
areas of the world. 





New Books 


Recent additions to Central Library, Mel- 
bourne. Requests for books should be made 
through Divisional libraries. 


Accounting systems: procedures and methods, 
2nd ed. C. Gillespie. Englewood Cliffs, N.J., 
Prentice-Hall, 1961. 641 pp. 

Business management handbook, 2nd ed. by 
S. Prerau. J. K. Lasser. New York, McGraw- 
Hill, 1960. 842 pp. 

Company resolutions: precedents for use in 
drafting resolutions at meetings of directors 
and members. S. R. Brown. Sydney, Law 
Book Co., 1961. 131 pp. 

The control of hire purchase. F. R. Oliver. 
London, Allen and Unwin, 1961. 218 pp. 

The education of American businessmen: a 
study of university college-programs in busi- 
ness administration. F. C. Pierson and 
others. New York, McGraw-Hill, 1959. 


pp. 
Executive's guide to business procedures, edited 


by S. Prerau. J. K. Lasser. New York, 

McGraw-Hill, 1960. 255 pp. 

growth and control of indirect costs. 
British Institute of Management. London, 
BILM., 1960. 15 pp. 

The law of agency. G. H. L. Fridman. London, 
Butterworth, 1960. 293 pp. 

Management planning. Canadian Institute of 
Chartered Accountants. Toronto, 1961. 56 
pp. 

Management survey, 2nd ed. Sir Frederick 
Ooper. London, Pitman, 1961. 172 pp. 
Manual of information for the guidance of 
registered accountants and auditors. South 
Africa. Public Accountants’ and Auditors’ 

td. Johannesburg, 1960. Loose-leaf. 


The Australian Accountant, A ugust, 1961, 


Personnel management: principles and practice, 
4th ed. C. H. Northcott. London, Pitman, 
1960. 421 pp. 

Planning and justifying capital expenditures. 
A. J. Lesser ed. Hoboken, N.J., Stevens 
Institute of Technology, 1959. 90 pp. 

Principles of estate planning. Canadian Insti- 
tute of Chartered Accountants. Toronto, 
1961. 58 pp. 

Report of the Committee on Education and 
Training (Parker Report). Institute of 
Chartered Accountants in England and 
Wales. London, 1961. 114 pp. 

Statistical cost analysis. J. Johnston. New 
York, McGraw-Hill, 1960. 197 pp. 

Survey of information/library units in indus- 
trial and commercial organizations. D. J. 
Campbell and C. W. Hanson. London, 
Aslib, 1960. 42 pp. 

Taxation in Western Europe, 2nd rev. ed. 
Federation of British Industries. London, 
1960. 157 pp. 

The valuation of company shares and busi- 
nesses, 3rd ed. A. V. Adamson. Sydney, 
Law Book Co., 1961. 200 pp. 

Secretarial practice manual. Chartered Institute 
of Secretaries. Victorian Branch. Mel- 
bourne, 1960. 

Statistics of sources and uses of finance, 1948- 
1958. Organization for European Economic 
Co-operation. Paris, 1960. 195 pp. 

The Stock Exchange, 3rd ed. G. Bruns. Mel- 
bourne, 1961. 152 pp. 

Unit stock and store control, 2nd ed. H. 
Dennett. London, Business Publications, 
1960. 209 pp. 

Readings in cost accounting, budgeting and 
control, 2nd ed. W. E. Thomas ed. Cinci- 
natti, South-Western Publishing Co., 1960. 
833 pp. 
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Current Problems Discussed in 


Overseas Journals 


Notes prepared by the teaching staff of the Departmen 
of Accounting in the University of Melbourne. 


Accounting History 


“The British Accounting Tradition in 
America” is the title of an article by 
Mary E. Murphy in The Journal of 
Accountancy, April. The author shows 
that the British accountants who went to 
the United States between 1880 and 1900 
included the founders or partners of many 
of today’s best known firms of CPAs. 
Mention is made of the reasons for the 
development of the profession during 
that time and the contribution made by 
its members. 


Accounting Principles 

Four most stimulating papers presen- 
ted by leading American accountants at 
a panel discussion at a meeting of the 
American Institute of CPAs in Septem- 
ber, 1960, are reproduced in The Journal 
of Accountancy, April. The titles and 
authors are: “Is Further Uniformity De- 
sirable or Possible?”, by Maurice E. 
Peloubet (who states the case for flexi- 
bility in accounting principles), “Are 
Accounting Principles Generally Accep- 
ted?”, by Leonard Spacek (who urges 
more uniformity), “Uniformity in Ac- 
counting Principles”, by Charles J. Gaa, 
and “Principles and Procedures”, by 
Carmen G. Blough. An editorial in the 
same issue provides further interesting 
comment on the papers. 


Accounting Reports 

Executive decision-making can be sure 
and dependable only when backed by 
reports which give concise accounting 
facts. “Is Your Accounting System Pro- 
ductive?”, asks H. N. Kamph in the 
N.A.A. Bulletin, March. He points out 
how the accountant can, and should, 
provide the executive with the informa- 
tion he requires for various decisions. 

“Should a Company Tell?” is the title 
of an article by W. R. Anderson in The 
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Accountant, 8 April, in which he dis- 
cusses disclosure of information to em- 
ployees. He considers the various types 
of enterprises and their statutory require- 
ments pointing out that a company, when 
supplying information to employees, has 
to remember its shareholders. Different 
types of reports for the various levels of 
employees and methods of report pre- 
sentation are considered. 


Auditing 

Under the title “Audit Staff Organisa- 
tion” in The Canadian Chartered Ac- 
countant, April, Derek C. R. Hore 
discusses and considers the relative merits 
of the two basic methods of organising 
personnel to do the work required in an 
audit, namely the “group system” and 
the “pool system”. He concludes by 
suggesting that there is so much more 
to be said for pooling, at least at the 
discussion level, that it leaves one wor 
dering if it is not also preferable at the 
practical level. 

The installation of an electronic data 
processing system brings with it special 
audit problems. In the N.A.A. Bulletin, 
April, F. J. Curka, “The Effect of Elec- 
tronic Data Processing on Auditing’, 
points out that internal control can be 
called the keynote of auditing an E.D-P. 
installation. He mentions some new 
audit techniques which are available to 
the auditor for use in E.D.P. systems, 
such as the use of a programme contra 
copy. The best time for making alter 
tions to the audit programme is during 
the conversion to E.D.P. 


Cost Accounting 

The industrial engineer’s approach to 
many problems often differs from the 
cost accountant’s approach. In_ the 
N.A.A. Bulletin, March, S. E. Scharf, 
“The Industrial Engineer and the Cost 
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Accountant”, aims at a reconciliation of 
their views. 
Investment 

In “Accounting for Profits and Losses 
on Investments” in The Canadian Char- 
tered Accountant, April, Ross M. Skin- 
ner discusses two new methods of 
recording sales and purchases of invest- 
ments by those whose main concern is 
income from investments and not specu- 
lation or trading in them. He submits 
that the two methods, called “exchange 
accounting” and “par value accounting” 
overcome some defects in orthodox ac- 
counting practice in connection with the 
treatment of capital losses and gains, 
particularly at a time when a reorganisa- 
tion of a portfolio of investments is 
taking place, or rather should take place, 
but may be put off simply because under 
orthodox accounting practice capital 
losses will have to be recorded, when 
from a long-term point of view the re- 
organisation is most desirable. 


Leases 


“Pros and Cons of Leasing” is the 
subject of an article by K. R. Lavery in 


The Canadian Chartered Accountant, 
February. He submits that, other things 
being equal, the question whether leasing 
has advantages hinges on the ability of 
the company to earn a sufficient return 
on the additional cash balances accruing 
through the leasing method. He quotes 
an observer as having said “Most leasing 
is like ‘free love’ — usually expensive — 
often involves legal problems—and more 
talked about than practised”. 

In an article in The Journal of Ac- 
countancy, March, entitled “Recording 
Lease Obligations”, J. L. Hennessy takes 
the opposite view from that expressed in 
the February issue of the same journal 
im an article by A. Zises. Mr. Hennessy 
contends that the asset and liability (dis- 
counted to eliminate the element of in- 
lerest, and exclusive of any maintenance, 
service, etc., included in the rental charge) 
are very real and should be recorded in 
the accounts and shown in the balance 
sheet. 

In an article entitled “Disclosure of 
Long-Term Leases”, The Journal of Ac- 
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countancy, February, A. Zises argues 
from the point of view of a leasing cor- 
poration against the capitalisation of 
long-term lease commitments. He does 
not argue against disclosure of long-term 
leases and other commitments, but 
against capitalising the rentals and plac- 
ing the result in the balance sheet. 


Linear Programming 

Linear programming might be looked 
upon as an extension of break-even 
analysis in the opinion of R. K. Jaedicke, 
“Improving B-E Analysis by Linear 
Programming Technique”, N.A.A. Bulle- 
tin, March. Break-even concepts have 
been found useful in making product- 
mix decisions but a clear cut solution to 
the problem becomes difficult when there 
is a large number of products. This 
situation can best be handled by linear 
programming, and the author uses this 
problem to illustrate the relationship 
between break-even analysis and linear 
programming. 


Machine Accounting 


To many laymen, and even to some 
professional men, the term “automation” 
implies heavy capital investment, banks 
of flashing lights and quantities of ex- 
pensive equipment. That this is not true 
is clearly shown by M. T. Roberts in 
“Low-Cost Automation for the Smaller 
Business”, The Accountants’ Magazine, 
March. He outlines a procedure by which 
an ordinary keyboard machine is coupled 
to a paper tape or card punch, thus al- 
lowing selected information to be “cap- 
tured” as the machine is operated. Later, 
the tapes or cards can be processed to 
produce whatever statistics are needed. 
The author indicates a number of appli- 
cations of the system. 


Planning 

In the N.A.A. Bulletin, April, P. L. 
Blumenthal, Jr., in “Financial Statements 
as Elementary Business Models”, de- 
scribes a means by which a small com- 
pany, which has not yet instituted a 
system of budgetary control can forma- 
lize its operational planning. 
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Depreciation 

In the N.A.A. Bulletin, April, P. H. 
Van Ness explains, “The Mathematics 
of Accelerated Depreciation”. He de- 
velops equations for the important as- 
pects of both declining-balance and the 
sum-of-the-year’s digits methods. These 
equations can be used for quick solu- 
tions to problems involving the behaviour 
of the depreciation methods in future 
years. The same issue publishes “To- 
wards Variable-Base Fixed Asset Ac- 
counting”, by W. M. Young, Jr. The 
author argues that, should the present 
original-cost base for tax depreciation 
purposes be changed to a replacement 
cost, current value or full capital re- 
covery formula, the accounts will reflect 
present circumstances. Although many 
accountants view the application of price 
adjustment indices as cumbersome, the 
valuation engineer, working with the ac- 
countant, can provide the data and re- 
cords that management needs for the 
effective administration of variable-base 
fixed asset accounting. 


Direct Costing 


In an article “Direct Versus Absorp- 
tion Costing”, The Controller, April, 
A. W. Patrick maintains that the desir- 
able characteristics usually associated 
with direct costing are also applicable to 
absorption costing methods. The basic 
issues thus remain problems of inventory 
valuation and income determination. 


Electronic Data Processing 


The use of an electronic computer to 
retrieve information on reference mater- 
ial, the key words of which are recorded 
on magnetic tapes (in some cases auto- 
matically) and the assistance thus pro- 
vided for research workers who are 
reviewing existing literature on a subject, 
is discussed by David R. Dilley in “In- 
formation Retrieval as a Controllership 
Tool”. The Controller, April. 

Cost and Management, April, con- 
tains two articles on electronic data pro- 
cessing. The first, “Advantages and 
Limitations of Electronic Data Proces- 
sing”, by H. S. Gellman provides many 
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interesting details about speeds of per- 
formance of tasks and capacities and 
includes some constructive advice as to 
limitations revealed by experience to 
date of early users of electronic equip- 
ment. The second, “A Mechanized Ac- 
counting System for a Pulp and Paper 
Manufacturer”, by G. S. Knights, de- 
scribes a system using an electronic com- 
puter, with punched card input. 


Funds Statements 


“Cash Flow’ Analysis and Funds 
Statements” is the title of an article in 
The Journal of Accountancy, March, by 
P. Mason, associate director of the 
American Institute’s Accounting Re- 
search Division. This paper is based on 
a survey of the presentation of “cash 
flow” statistics and statements of source 
and application of funds in the 600 an- 
nual reports of industrial corporations 
included in the 1960 edition of “Account- 
ing Trends and Techniques”. The variety 
of treatment and terminology revealed by 
the survey shows that the problems in- 
volved in the preparation and use of this 
kind of information need more thorough 
investigation. 


Internal Control 


“What does the controller do to pro- 
vide adequate internal control if the prin- 
cipal accounting employee is a machine?” 
is the question posed by Robert J. Fit 
patrick in an article, “The Influence of 
E.D.P. on Internal Control”, The Con- 
troller, March. Several techniques for 
machine control are described. 


Integrated Data Processing 

An article entitled “Integrated—Order 
Through Invoice”, by Robert E. Rayner, 
Cost and Management, April, deals with 


matters of integrating procedures, 
whether punched card or electronic 
equipment is applied, and describes 4 
system of production and shipping cot 
trol and invoicing in which a high degree 
of integration is achieved. 


Professional Ethics 


Excerpts from a speech by Thomas 
G. Higgins on “Ethics for Today's Bust 
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control ny 


When yo 
cuarantee 
name of 


The 4 


9 years before CAPTAIN COOK 


landed in Australia 


were selling 
Fine Quality Papers 


in England 


200 YEARS OF FINE 


PAPER MAKING 


At a time in 1761 when the only Australian writing 
material was paper bark used by aborigines, Wiggins 
Teape commenced selling fine quality papers from 
their London Warehouse. 


, Since then, the Wiggins Teape Group has so expanded 
2 that their fine quality Gateway papers are in world- 
>: wide use. 


In Australia, Wiggins Teape make Gateway papers in their modern Shoalhaven 
Mill at Nowra. Here are manufactured many world-famous papers including 
Original No. 1 Chartham Mill and Heralds Loan, and high quality papers 
‘pecially for Australia, such as Merino Bond, Show Offset, Satin Finish 
Wory Boards and a wide range of writings, boards, blottings and ledger 
Papers, etc 


Wiggins Teape are amongst the World’s longest established paper manu- 
‘turers, but their outlook is young, vigorous and progressive. Constant 
laboratory research seeks to improve their product quality and stringent 
‘onttol maintains the highest standards. 


W . 

hen you next select paper, look for the Gateway watermark — your 
marantee of the traditional quality associated for two centuries with the 
tame of Wiggins Teape. 
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1761-1961 
THE SYMBOL OF QUALITY 


VICTORIA 
Wiggins Teape & Alex. Pirie (Vic.) Pty. Lid 
Conqueror House, 206-208 Queen St., Melbourne 
67 8633 (8 lines) 


NEW SOUTH WALES 
Wiggins Teape & Alex. Pirie (N.S.W.) Pty. Lid 
483 Kent St., Sydney. 61 6964 (5 lines) 


WEST AUSTRALIA 
Wiggins Teape & Alex. Pirie (Vic.) Pty. Lid 
73 George St., Perth. 21 8791, 21 3871 
SOUTH AUSTRALIA 
A. E. W. Short Pty. Ltd., 
19 Anster St., Adelaide. 51 4531 





a 


| gnd more 


FOUR times each year A.N.Z. Bank 

issue and distribute their informative 

booklet “Quarterly Survey”, which 
contains a wealth of information 

gathered by the Bank’s Economics 
and Statistical Department. 

Ask the Manager of any A.N.Z. 
Branch to place your name 

on mailing list, or write direct to: 
Economics and Statistical 
Department, General 

Manager’s Office, Box 537E, 

G.P.O., Melbourne. 


= A:N‘Z BANK 


AUSTRALIA AND NEW ZEALAND BANK LIMITED 
AUSTRALIA AND NEW ZEALAND SAVINGS BANK LIMITED 
Over 900 Branches and Agencies of Australia and New Zealand Bank Limited 
throughout Australia and New Zealand, in Fiji, Papua and New Guinea, and 


in London. Agents throughout the World. 
ANI45 > —! 
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ness Society”, The Controller, April, 
show that questions of morality and 
pusiness ethics in general and conflict of 
interest in particular are of topical in- 
terest in America. 


Return on Investment 


If a company’s business involves the 
possible extension of long-term credit, 
the evaluation of return on investment 
is important in determining the most 
profitable course of action. Using the 
discounted-cash-flow method, W. J. 
Blood, “Measuring the Profitability of 
Extended Credit Transactions”, N.A.A. 
Bulletin, March, illustrates the basic 


techniques by which the returns on given 
alternatives can be compared. 
Statistics 

The Accountant, 15 April, contains 
an article “Rapid Statistical Method”, by 
W. E. Duckworth, in which the author 
discusses numbers and points out that 
accountants have to recognize their pre- 
cision and imprecision. Because of the 
variability of sets of results, the accoun- 
tant has to be certain that chance has 
not caused the differences. The author 
supplies some rapid statistical tests (and 
examples) for determining whether the 
results are significant. 





The Accountant as a 


Leader in Commerce* 
By G. HOWITT, B.Ec., A.A.S.A., A.C.A.A. 


HEN you decided that your am- 

bition was to become a qualified 
accountant and you set about realising 
this ambition by enrolling as a candidate 
for the Society's examinations, you did 
0 with the knowledge that a great pro- 
portion of your time over some years 
would need to be devoted to the study of 
your chosen vocation. You accepted this 
commitment, in the knowledge that it 
would certainly entail some sacrifices in 
time, effort and money but, also, with 
the assurance that they were warranted 
i view of the goal to be attained: suc- 
cessful qualification and ultimately mem- 
bership of the Society and leadership in 
the profession. 


Many students of accountancy become 
0 engrossed in achieving their aim of 
qualification that they overlook oppor- 
lunities to attain the broader outlook 


m-_-_—— 





wy. Based on a lecture given recently to the 
Pe South ‘Wales Division of The Australian 
‘countants’ Students’ Society. 
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STUDENTS’ SECTION 


which provides the stepping stone to 
leadership in the profession. The busi- 
ness world does not only require persons 
who have merely satisfied examiners’ 
requirements. Management is seeking 
accountants who can lead, guide, advise 
and express the financial viewpoint in a 
persuasive manner. Now, in your stu- 
dent days, is the time to train yourself 
for such a role. 


In contrast, it may be that you will 
be quite content in an accounting role 
which calls only for the making of ac- 
counting entries in an efficient manner 
and other routine functions, and that 
balancing the accounts will be the ulti- 
mate measure of job satisfaction. But if 
these tasks are the limit of your ambition, 
you are not attaining your total poten- 
tialities. 

For the accountant who does realise 
the potentials of his profession a wealth 
of opportunities becomes apparent. You 
will find that if you adopt a broad out- 
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look and a creative attitude to your 
work and the kindred problems of your 
organisation which come within your 
domain that soon you will be recognised 
for your initiative and leadership quali- 
ties. 


This recognition puts you in line for 
promotion to the responsible positions of 
chief accountant, finance manager or 
controller. Yours will be the task of 
presenting the financial points of view, 
with confidence and imagination. In 
some situations it may be important to 
impress management with the necessity 
for budgeting, long-range planning or a 
revaluation of assets, or yours may be 
the trained and wary eye which recog- 
nises a new venture’s poor profit pos- 
sibilities. 


Perhaps your ambitions will find their 
realisation in public practice in which 
case the same qualities of initiative, 
leadership and foresight will be found 
invaluable. You will need all your 
strength of character and powers of per- 
suasion to convince some of your clients 
of the merits of the course of financial 
action you have recommended. Now, as 
a student, you should endeavour to im- 
prove your ability to recognise the main 
issues involved in accounting problems 
and to “sell” your answers to the prob- 
lems. Your skill and knowledge as an 
accountant must be matched by your 
ability to express yourself clearly and 
decisively. 


The latter attainment, of course, means 
additional study in the art of speaking 
effectively in public. A knowledge of 
the necessary techniques and facilities for 
practice may be obtained by attending 
the courses provided by various organisa- 
tions. These include the Y.M.C.A., the 
Australian Institute of Management, the 
Council for Adult Education, the Wor- 
kers’ Educational Association and the 
Junior Chamber of Commerce. The 
Rostrum public speaking clubs provide 
another congenial and invaluable means 
of developing your public speaking 
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ability and experience. Participation jn 
debates also helps you to become a clear 
thinker and a logical persuader. 


The Value of the Visual Presentation 


During recent years accountants have 
begun to realise the value of thoughtfully 
designed charts to convey the picture of 
a financial situation, which otherwise 
would be provided by the more involved 
traditional report crammed with figures. 


If an accountant can arrange an op 
portunity to present these charts to 
management, accompanied by his own 
verbal comments, his task of convincing 
management and obtaining its consent to 
the recommendations put forward is 
much easier and his recommendations 
are more likely to gain approval. 


Recently the senior executive of a 
large group of companies visited the 
parent company overseas to report on 
Australian activities. With him he took 
a plastic folder with cellophane pockets 
in which were inserted graphs showing 
the economic conditions of the country, 
the growth of company sales, net profit 
and personnel compared with budget, the 
efficiency of stock and debtors’ control 
by translating levels to performance units 
The executive had copies of thes 
graphs enlarged and arranged for them 
to be hung around the walls of the parent 
company’s board room when he pie 
sented his report. These graphs were an 
outstanding success and earned the grati- 
tude of management to the accounting 
staff which desigend and prepared them 


The point in this is that you should 
have an awareness of your potentialities 
in your profession of accounting. Be 
come “aware” now of the necessity 
broaden the base of your studies % 
that you will develop within yourself the 
qualities vital to your success as an ac 
countant. The efforts made in your yeals 
as a student will be repaid amply in i 
creased opportunities for advancemett. 
a more interesting and remunerative 
career and the satisfaction that you af 
filling your true role as a qualified a 
countant. 
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THE AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS 


(Incorporated in Victoria) 37 Queen Street, Melbourne 


NOTICE IS HEREBY GIVEN that an Extraordinary General Meeting of 
THE AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS will be held 
at the registered office of the Institute, 37 Queen Street, Melbourne, on Friday, 
September 15, 1961, at 5.15 p.m., when the sub-joined resolution will be pro- 
posed as a Special Resolution— 


RESOLUTION: 


“That the Articles of Association of 
the Institute be altered in the manner 


or attempts to take the 
benefit of any statutory 
provision for the liquida- 
tion of his assets or 


following: — affairs; or 

(1) That Article 10 be amended by de- (c) he ceases to be a mem- 
nt to leting paragraph (b) and by re- ber of the Australian 
d is lettering paragraphs (c), (d), (e) and Society of Accountants.” 
ams (f) as paragraphs (b), (c), (d) and = (4) That Article 37 be amended by in- 
(e) respectively. serting the words “and members of 
of a (2) That Article 36 be amended by:— Divisional Councils” immediately 
| the (i) inserting the words “and members after the words “all other members” 

rt on of Divisional Councils” immedi- in the second line. 
took ately after the words “all other (5) That the following new Article 44A 
ckets members” in the second line. be inserted immediately after Article 

wing (ii) substituting the following new 44:— 

ntry, paragraph for paragraph (b) “44A. A person whose name has 
profit “(b) In the opinion of the Divi- been removed from the 
t, the sional Council or the Gene- Register under the provisions 
mitral ral Council (as the case may of these Articles may apply 
units. be) he has been guilty of at any time for reinstatement 
these dishonourable or unethical and such person may be re- 
them practices or conduct or instated upon such terms and 
arent practices derogatory to the conditions and upon giving 
pre- profession of an accountant such information and expla- 
re an or conduct which is not in nations as the Divisional 
gratt- the best interests of the In- Council concerned may re- 
mg stitute or its members.” — _— gongs Coun- 
hem iii) deleti ; cil shall not be under any 
pould ” _ PoE S,.00 ane obligation to reinstate such 
its Jf) That the following new Article 36A iged to give any reasoas for 
sar amma immediately alter Articte refusing to reinstate him. If 
vo ~* iy ; the Divisional Council shall 
f the 36A. A person shall ipso facto refuse reinstatement the ap- 
cease to be a member if— plicant shall be entitled to 
val (a) he has ceased to hold the appeal therefrom to _ the 
y “ qualifications for member- General Council on giving to 
abe ship prescribed by these the Divisional Council con- 
tive Articles; or cerned notice thereof in writ- 
a (b) he becomes bankrupt or ing within one _ calendar 
ie insolvent or makes an month after the date upon 


1961. 


assignment for the benefit 
of his creditors or takes 
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which such decision shall have 
been communicated to him.” 


463 





(6) That the following new Article be 

substituted for Article 108:— 

“108. Such President Vice-President 
and Treasurer shall each re- 
spectively hold office until his 
successor is appointed not- 
withstanding that he may have 
ceased to be a member of the 
General Council or of a Divi- 
sional Council. If a vacancy 
shall occur in any of the said 
offices it shall be filled up at 
a meeting of the General 
Council to be held as soon as 
possible after the occurrence 
of the vacancy of which busi- 
ness notice shall be given to 
all members of the General 
Council.” 

(7) That Article 127 be amended by:— 

(i) inserting the words “the Institute 

and by” immediately after the 
words “appointed by” in the first 
line of paragraph (1). 
(ii) deleting paragraph (2). 
(iii) re-lettering paragraph (3) as para- 
graph (2)”. 
DATED the 11th day of August, 1961. 
By Order of the General Council. 


C. W. ANDERSEN. 
General Registrar. 


EXPLANATION OF PROPOSED 
AMENDMENTS 


Article 10 

The proposed amendment removes the mini- 
mum age requirement for admission as a Pro- 
visional Associate. This classification of mem- 
bership is a first step towards full qualification. 
Experience in cost accounting, as well as the 
passing of the prescribed examinations, is 
required for admission or advancement to the 
status of Associate. In view of this, General 
Council is of the opinion that the age require- 
ment for admission as a Provisional Associate 
is unnecessary and likely to deter young people 
from joining the Institute. 


Articles 36 and 37 

These Articles contain the provisions for 
forfeiture or suspension of membership. Pro- 
posed amendments to Articles 36 and 37 and 
the insertion of new Article 36A are for pur- 
poses of clarification and simplification. Matters 
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referred to in Article 36 fall into two 

— paragraphs (a), (b) and (c), involving 
matters of opinion, whilst paragraphs (d), (e) 
and (f) are questions of fact. It is, therefore 
proposed that the latter group be deleted from 
Article 36 and inserted in a new Article 36A, 
Such provisions would then be automatically 
applied without the necessity of following out 
the disciplinary procedure of the Articles and 
By-Laws as a mere formality. The proposed 
amendment of paragraph (b) clarifies the 
powers of General and Divisional Councils jp 
respect of matters raised regarding the pro- 
fessional conduct of members. The insertion 
of the words “and members of Divisional 
Councils” in both Articles 36 and 37 ensures 
that, in the unlikely event of a member of a 
Divisional Council being involved in a com. 
plaint about his professional conduct, such 
complaint would be heard by the General 
Council rather than by his Divisional Council, 


New Article 44A 

At present, there are no specific provisions 
in the Articles for reinstatement to membership 
of persons who, having ceased to be members, 
wish to rejoin the Institute. Applications to do 
so can of course be dealt with as fresh applica- 
tions for membership. It is considered, how- 
ever, that specific provisions for reinstatement 
should be made in the Articles and the new 
Article is proposed accordingly. 


Article 108 

The purpose of the new Article is to ensure 
that an office-bearer of the Institute, once 
elected by General Council, shall hold office 
until his successor is subsequently appointed, 
irrespective of whether he ceases to be a mem- 
ber of General Council. As the Article now 
stands, should an office-bearer of the Institute 
cease to be a member of General Council, he 
automatically ceases to hold the qualification 
for his office and a vacancy occurs. The 
amendment avoids the expensive procedure 
of convening a special meeting of General 
Council to fill such vacancy during the interval 
of time between annual meetings of Divisions 
(and the election of their representatives on 
the General Council) and the annual meeting 
of the General Council. 


Article 127 

The present Article provides that the auditors 
appointed to be the auditors of a Division i 
which the Head Office of the Institute is situate 
shall be the auditors of the Institute, whereas 
the Victorian Companies Act of 1958 requires 
such auditors to be appointed by the Institute 
in general meeting. Although the procedure 
of the Act has been followed since it came 
into operation, the amendment now being pro 
posed will bring the Article into line with the 
Act 

On behalf of the General Council, 


Cc. W. ANDERSEN, 
General Registrar. 


Melbourne, 11 August, 1961. 
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Australasian Institute of 
Cost Accountants 


VICTORIA 
Provisional Associate: Churchward, G. N. E. 
Associate: Watson, J. N. 


Removed _ from Register: 
Bayton, H. T. 


NEW SOUTH WALES 
Associates: Cassar, C. V.; Dobbie, J. W.; 
Maher, L. R. 
WESTERN AUSTRALIA 


Provisional Associates: Boer, J.; 
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The Accountant’s 
Apocalypse 


The chronicle of Arnold Gray, 

Who mechanised himself away. 

The lad, for lack of learned tutors, 
Was reared by digital computers, 
Astonishing his close relations 

With complex and abstruse equations. 


Mysterious ailments shook his frame 

As punched card drunk he soon became. 
Magnetic tapeworms took their toll, 
Baring his sensimatic soul, 

Which then assumed the spectral shape 
Of twenty miles of paper tape. 


Our deadly sins from one to seven 
Are data processed up in heaven. 

Our little virtues, all too few, 

Are punched in columns one and two. 
There, in the programmes of the Lord, 
Our Arnold labours to record 

The destiny of human souls — 

In myriads of tiny holes. 


Ceaselessly working to record it 

He moves toward man’s final audit. 
His linear programmes, angels say, 
Forecast the date of judgment day; 
And, in the life that never ends 

He demonstrates eternal trends, 

With shining graphs, which all may see, 
Made manifest through E.D.P. 


GRAHAM ENTING, 
Victoria. 
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Letters to the Editor 


THE ACCOUNTANT AND THE PRIMARY 
PRODUCER 


The Editor, Sir— 

I was ina country centre recently, discussing 
farm problems with a group of primary pro- 
ducers. 


I put to them the great benefits that could 
be derived if, before the cycle of their year’s 
operations commenced, they prepared a budget 
for the programme they anticipated carrying 
out, and then, considered whether the antici- 
pated fruits of their planning and labours 
would produce a result favourable in relation 
to the effort and capital involved. 


As an example, I put down a simple budget 
for a primary producer, including the main 
facts relating to an operation that produced 
wool and wheat. The men were most interested 
in the possibilities of pre-planning their opera- 
tions along these lines: of course, it was neces- 
sary to mention that the price was a factor 
that could change according to world markets 
and that the weather, too, could make or mar 
the results. However, they saw that if they 
accepted a conservative estimate of the price 
for their products and planned on a reason- 
able season, they should be able to see whether 
the programme they intended to follow would 
give a satisfactory result if the price and season 
both turned out to be reasonable. 


In these discussions I was interested in the 
reference by the men concerned to the fact 
that their accountants helped them with their 
income tax problems and gave them an idea 
of what had happened in the past, but they 
indicated that in no case did their accountants 
help them to plan their future operations. One 
man stated that his accountant was not inte- 
rested in various production records that were 
kept but that all he wanted was the cheque 
book and the pay-in slips. 


On return from these discussions I was inter- 
ested to read in the press the statement by 
Mr. Warren McDonald, chairman of the Com- 
monwealth Banking Corporation, quoted in 
The Sun, 9 June, 1961, as follows: 


“He stressed the need for more specialised 
technical and financial management aid to 
farmers. To the man who had spent a lifetime 
on the land the thought of management or 
accounting was ‘still somewhat foreign’, he 
said. Management, as a subject, had received 
a great deal of attention in the field of 
secondary industry over recent years. Whereas 
secondary industries now had management 
consultants, cost accountants and many other 
specialised aids, this unfortunately was not so 
‘of our all-important primary industry’. Al- 
though many excellent organisations provided 
help with particular problems, the farmer's 
overall problem of managing his farm as a 
single business unit was still largely ignored.” 
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Mr. McDonald said it was necessary and 
most desirable for Australia to promote woo| 
as her main export, constantly and forcibly, in 
the consumer countries of the world. “To pre. 
serve the future of the wool industry, it was 
also necessary to cut costs and raise prody. 
tivity in order to meet the price challenge oj 
synthetic fibres.” 


This statement confirmed my own experi. 
ence in discussing the operations of the group 
of primary producers referred to above. The 
problem, no doubt, is mainly one for the 
primary producer, but it appears to me that, 
too, it is a responsibility of our profession to 
see what we can do to use modern accounting 
concepts to aid the primary producers to plan 
their operations in very much the same way 
that we have enabled the industrialist to plan 
and consider in advance his operations for any 
period. 

I very strongly commend this to all members 
of our profession who are concerned in any 
way with primary producers, because I think 
in attempting to answer this challenge, we 
would be making a contribution to the welfare 
of our Commonwealth. 

T. H. UREN, 
Melbourne 


CYCLE BILLING 


The Editor, Sir— 

I have read with a great deal of interest the 
excellent article by Mr. R. M. Hadley, “Cycle 
Billing — Its Technique and Place in Modem 
Business” in the June issue of The Australian 
Accountant. However, I feel that some of the 
disadvantages of a cycle billing system have 
been treated a little lightly, no doubt to contain 
the article within reasonable size. 


Mr. Hadley states that balancing has proved 
to be no greater problem in cycle billing than 
in daily posting provided that cycle control, 
filing and billing systems are properly planned 
and supervised. I agree with this statement in 
theory but what do we find in practice? Not- 
withstanding, well-planned systems, including 
the provision of “mis-sort” accounts in each 
cycle to facilitate balancing, recording and sub- 
sequent clearance of documents incorrectly 
sorted to cycles, mis-sorted documents af 
moved from one cycle to another without 
recording (turnover in staff contributes to this 
situation) and by the time the documents 0 
each cycle are processed they cannot be 
balanced to the recorded pre-determined total 
Further, because of the varying balance dates 
it is virtually impossible to do so or to really 
say how much the cycle is out, or what it 1s 
due to— missing documents, mis-sorts. (Post- 
ing accuracy can be established by check- 
adding posting media). 

I am not at all sure how important it! 
balance exactly, provided of course that there 


is 10 
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are other internal controls built into the system. 
These would include for instance such division 
of duties as to ensure that ledger-keepers do 
not handle remittances through the mail or 
over the counter, that ledger-keepers do not 
have access to funds whereby they could 
substitute cheques for cash, and so on. That 
is, if you cover yourself against the possibility 
of defalcation, can you accept differences when 
balancing as part of the cost of the system as 
an offset to the cost reductions that can be 
made under a cycle billing system? It is worth 
while maintaining a duplicate set of documents 
to reconstruct cycles if they cannot be 
balanced? 


Another disadvantage of the system is that 
overdue accounts will tend to increase parti- 
cularly where conventional month-end account- 
ing was used previously and terms of credit 
were 30 days, i.e. accounts to be paid by the 
end of the month following the month to which 
statements are made up. I have found in 
practice that some customers with a cycle 
ending on other than the calendar month-end 
will not pay their accounts until the end of 
the month following the rendition of the state- 
ment. Early cycle accounts will take up to 
two months’ credit unless the accounts are kept 
under close scrutiny and non-payment within 
terms of credit is followed up. This places 
more work on the credit department. 


There is no doubt that cycle billing is becom- 
ing more widely used and perhaps Mr. R s 
Hadley, (or Mr. B. Mc. K. Revill whose paper 
appeared in the July issue) and other readers, 
might comment on these and related aspects of 


the system. 
A. G. BARTON, F.A.S.A., 
Melbourne. 


Mr. B. McK. REVILL, A.A.S.A., kindly 
commented as follows on Mr. Barton’s letter: 


Mr. Barton raises some pertinent points 
which continually exercise the minds of persons 
engaged in operating a cycle billing system, 
and no doubt are given a great deal of thought 
by anyone contemplating a change-over in the 
near future. 


The questions raised include the following: 
®@ Mis-sorted media 

® Accuracy of the billing operation 

® Balancing of cycles 

@ Lengthening of credit terms 

® Collection section work load 

@ Defalcations 


We were conscious of these and other pro- 
blems when we were considering cycle billing, 
and also during the initial stages of its intro- 
duction. We believe that by careful planning 
and by the experience gained during the early 
Sages of the operation of the system we have 
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succeeded in resolving these problems. How- 
ever, the answer to these questions cannot be 
determined by applying a given formula to any 
particular set of circumstances, but rather by 
a study of the particular cycle billing function 
in question. 


Research into the particular problem, and 
after a fair measure of trial and error, will 
enable improvements to techniques to be made. 
Members of the staff actually performing the 
operation under review often contribute mate- 
rially to a solution for improving the work 
performance. 


Before adopting cycle billing, an assessment 
must be made as to the desirability of continu- 
ing a system which provides for exact balanc- 
ing at a considerable cost, or enjoying the 
savings offered by cycle billing in (a) machines, 
(b) skilled operators, and (c) space, but with 
a slightly reduced degree of accuracy. 


Each of the problems mentioned by Mr. 
Barton, I have attempted to answer in the 
following few words. 


Mis-sorts: The movement of media from 
cycle to cycle can be a problem unless the 
system is so planned, and the staff trained in 
such a way, as to minimise the possibility of 
media being removed from one cycle and re- 
filed under another cycle without first being 
recorded for control adjustment purposes. This 
can be successfully achieved if the following 
essentials are adhered to — 

(1) Selection and sound training of staff of 
the correct calibre, for the media filing 
function. 


(2) Strong supervision. 


(3) Educating the staff in the overall cycle 
billing picture, so that they have a more 
intelligent appreciation of filing function 
and its importance. 


(4) Strict limitations on the access to the 
filing cabinets, by persons other than the 
filing staff. 


If these requirements are supported by a 
system of recording the transfer of media, 
from cycle to cycle, including a “mis-sorts” 
or “adjustment” account, the incidence of mis- 
sorts affecting the balancing is reduced to a 
minimum. 


Accuracy: Posting accuracy is essential, and 
if the accounting machine operators are made 
conscious of the necessity for accuracy, this 
function can be performed with a minimum of 
errors. Inevitably the first one or two months, 
usually produce the most errors, but these tend 
to decrease in an inverse ratio to the amount 
of experience of the machine operator. 


Balancing: Provided that the “old balance” 
control, both by trays and by cycles, is strictly 
adhered to, the check adding of media after 
billing will only establish the accuracy of the 
billing operation and not contribute greatly to 
the overall balance of the cycle. A thorough 
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post billing check of media and statement, will 
reveal the major portion of the billing errors, 
thus any time spent in check adding could be 
more beneficially used in an overall balancing 
function which would embrace the use of — 


(a) Machine proof rolls, suitably identified 
into trays and liberally sub-totalled. 


(b) Micro-film. 
(c) Dissection strip lists of media received. 


Experience proves that the cost of balancing 
completely, is far in excess of the overall sav- 
ings which can be made. However, it must be 
borne in mind that the permissable error must 
be kept small, and there should be no relaxing 
in the continual striving for exact balances. 
At no stage should there be any complacency 
about the need for balancing. 


Use of duplicate documents for balancing 
purposes is not favoured as they will defeat 
one of the main objectives of cycle billing, the 
saving of space. Duplicate documents intro- 
duce an immediate problem of storage, with 
the related increase in costs and storage space. 


Control accounts, both media received and 
media billed must be carefully prepared, as one 
of the most fruitful sources of cycle balance 
deficiencies can be traced to inaccurate control 
compilation. 

Credit: The term of accounts will tend to 
lengthen in the initial stages, but with the 
gradual acceptance by customers of cycle bill- 
ing and the cycle closing date, the payments 
will tend to flow fairly regularly. The most 
important factor is that the cycle mailing dates 
be strictly adhered to, so that customers receive 
their accounts on the same date each and every 
month. This established regular pattern will 
contribute considerably towards educating the 
customer, and establishing a payment pattern 
which the customer will readily adopt. Admit- 
tedly some customers will only pay at the 
month end, but usually these customers are 
regular payers, and the problem of extended 
credit is no greater overall, than with the 
month ending system. The existence of a 
collection section under both systems proves 
that a percentage of customers take longer 
than the stipulated 30 days to pay their 
accounts, but experience shows that no marked 
deterioration of the collection rate has occurred 
since the introduction of cycle billing. 


Collections: Without increasing the work of 
collection departments, cycle billing will tend 
to help the work flow, so that by scheduling 
the collection follow-up to coincide with the 
cycle mailing date, the follow-up is more 
regular and it is possible to achieve a higher 
degree of collection efficiency, and to make 
some substantial savings in staff, with a con- 
sequent reduction in the salaries bill. 


Defalcation: Internal controls are inbuilt 
into the system to ensure that the possibility 
of defalcations are reduced to a minimum. 
Provided that the internal check and internal 
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control is so arranged, then defalcations are 
only possible under unusual circumstances 
Under end of month billing the problem js 
similar, in that any premediated act of dis. 
honesty is difficult to detect immediately, and 
cycle billing is no more vulnerable to such 
occurrences. As Mr. Barton suggests, one of 
the essential points occurs in the initial plan- 
ning of the system, whereby the cycle billing 
staff handle only controlled media, and have 
no possible connection with the sources of the 
media or of any cash handling function. 


B. McK. REVILL, A.A.S.A. 


DECIMAL CURRENCY 


The Editor, Sir— 

Mr. Bob Boase in his letter published in the 
June 1961 issue of The Australian Accountant 
infers that pounds, shillings and pence are 
easier to grasp than decimals, and that this is 
why Victorian schools teach children money 
sums before decimals. However, his reasoning 
on cause and effect seems to me to hk 
erroneous. 


Why do children find pounds, shillings and 
pence easier to grasp? Certainly not for mathe- 
matical reasons; but simply because at a very 
early age, they learn that two icy poles anda 
packet of popcorn cost 1/3d. As their pocket 
money increases so does their knowledge of 
pounds, shillings and pence, and this, well 
before any school teacher takes them in hand. 


Let Mr. Boase and his fellow reactionaries 
who oppose conversion of our currency, ask 
themselves how schools would fare in other 
lands if they tried to teach children who do 
not handle our kind of money, the complica- 
tions of Australian currency. 


HAROLD J. LAWRENCE, F.A.S.A.,, 
Melbourne. 


1961 VICTORIAN POCKET YEAR BOOK 


Authoritative sources of reference are of 
particular assistance to accountants and in the 
1961 Victorian Pocket Year Book, recently 
issued, members of the profession will find a 
wealth of factual and statistical records. 
Despite the book’s small format, it provides 
up-to-date information on a surprisingly com- 
prehensive range of subjects which are indexed 
for quick reference. The pocket book also 
lists members of the State Ministry, State 
Parliament, and principal State Government 
Departments. 


Copies priced at two shillings or two 
shillings and fivepence posted, are obtainable 
from the Deputy Commonwealth Statisticial, 
Third Floor, Commonwealth Bank Chamber, 
8 Elizabeth Street, Melbourne. 
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NEWS AND NOTES 





AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


GENERAL COUNCIL. 
Tribute to Mr. H. C. Newman. 


A meeting of the General Council Execu- 
tive Committee of the Society was held in 
Sydney on 15 June, when the opportunity was 
taken by the President and members of the 
committee to pay tribute to Mr. H. C. New- 
man, C.B.E., F.A.S.A., on his retirement as 
Auditor-General. Mr. Newman has been for 
many years an active member of the Society, 
having been a member of the Canberra Branch 
Council and in recent years Branch chair- 
man. 

The function took the form of a late after- 
noon reception at the Trocadero and sixty 
guests joined with Society representatives in 
honouring Mr. Newman. They included re- 
presentatives of professional, commercial and 
educational institutions and many public ser- 
vants attached to Departments with which Mr. 
Newman had been connected. 


The President, Mr. W. P. Henson, expressed 
the appreciation of the profession for a job 
well done by Mr. Newman. He referred to 
the heavy responsibilities involved in directing 
the most extensive auditing practice in Aus- 
tralia. He thanked Mr. Newman also for his 
services to the Society in Canberra. 


In responding, Mr. Newman expressed his 
appreciation to the Council of the Society for 
arranging the function and to his many friends 
who had honoured him by attending. He re- 
ferred to the comparatively small staff of his 
Department which was responsible for the 
audit of all expenditure made on behalf of the 
Government and by the many Commonwealth 
instrumentalities. This had been possible be- 
cause of the extensive use of modern auditing 
techniques such as test and sample checking 
which had been developed by the profession. 


NEW SOUTH WALES 


Members’ Luncheon 


, At the luncheon held at the Trocadero on 
44 May, 170 members and friends were pre- 
“nt to hear an address, entitled “The Powder 
Puff Derby”, by Mrs. Charles Walton, formerly 
Miss Nancy Bird, the famous Australian avia- 
tix, and, until recently, chairman of the State 

omen’s Committee of the National Heart 
Campaign. Mrs. Walton explained the condi- 
lions and route of the Derby, an American air 
face for women only, in which she participated 
2 1958 and was again an entrant this year. 
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Mr. H. W. B. Chester, acting State president, 
was chairman of the luncheon. The vote of 
thanks to the speaker was moved by Mr. W. P. 
Henson, president of the Society. 


At the luncheon held at the Trocadero on 28 
June, 170 members and friends were present 
to hear an address entitled “Uncharted Seas”, 
delivered by Mr. Ian Mackenzie, LL.B., 
Governor of District 267 (Newcastle), Rotary 
International. Mr. Mackenzie’s audience shared 
most pleasurably in his diverting accounts of 
his experiences abroad. Chairman of the func- 
tion was Mr. H. W. B. Chester, acting State 
president, and the vote of thanks to the speaker 
was moved by Mr. A. S. Deane, a member of 
Divisional Council. 


Northern Rivers District Convention 


The first Northern Rivers District convention, 
held on 16, 17 and 18 June, was officially 
opened by the Deputy Mayor of Lismore, 
Alderman W. G. Blair, on Saturday morning 
at the Lismore Club. The District Group chair- 
man, Mr. L. G. Crandon, A.A.S.A., extended 
a welcome to the fifty visiting and local mem- 
bers who attended. 


A technical session was held on Saturday 
morning at which Messrs. B. L. Steenson, 
A.A\S.A., and R. L. Bowra, LL.B., A.A.S.A., 
presented a paper entitled “Taxation of Primary 
Producers”. Discussion groups then assembled 
and presentation of group reports and com- 
ments followed. 


During the afternoon sporting activities and 
a tour of the district were enjoyed. 


The convention dinner at which the Deputy 
Mayor, Alderman W. G. Blair, was present, 
was held in the Lismore Club. At the following 
technical session papers were presentel by Mr. 
N. F. Stevens, B.Ec., F.A.S.A., (“Modern 
Manual Accounting Methods and Aids for the 
Small Businesses”) and Mr. A. E. Saxton, 
B.Ec., F.A.S.A., (“Modern Machine Account- 
ing Methods and Aids for Small Businesses”). 


On Sunday morning discussion groups were 
held at the Lismore Council Chambers after 
which group reports and comments were given. 


Votes of appreciation to the speakers were 
moved by Messrs. R. V. Bowmer and L. T. 
Warrick. 

Mr. G. M. Andrews, at the close of a most 
enjoyable convention, expressed the apprecia- 
tion of the New South Wales Divisional Council 
to the authors of the papers for the time and 
effort spent in preparation, and to the members 
of the Northern Rivers District Group, parti- 
cularly to Messrs. L. G. Crandon, G. Gustard 
and R. V. Bowmer, for their support. 
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WOLLONGONG BRANCH 


Recent Lecture 

On 27 June, Branch members and students 
enjoyed an address by Mr. A. E. Saxton, B.Ec., 
F.A.S.A., on “Office Management”. Mr. J. S. 
Inverarity, Branch chairman, presided and the 
vote of thanks to Mr. Saxton was moved by 
Mr. A. C. Chambers. 


Personal 

Mr. R. H. Hall, A.A.S.A., has been admitted 
as a partner of the firm of Messrs. L. Stapleton 
& Co., public accountants, 4 Fisher Road, Dee 
Why, telephone XW 5640. 

Mr. R. G. Gibson, A.A.S.A., has commenced 
practice as a public accountant at National 
Insurance Building, 17 Castlereagh Street, 
Sydney, telephone 28-3457. 

Mr. L. J. Smoothy, A.A.S.A., is now con- 
ducting his practice at 1 Bond Street, Sydney, 
telephone BU 7497. 

Messrs. C. C. Alexander, A.A.S.A., and D. 
R. Wong, A.A.S.A., have been admitted as 
partners of the firm of Messrs. J. A. L. Gunn 
& Partners, public accountants. The name and 
address of the firm remain unchanged. 

Mr. V. E. May, B.Ec.(Syd.), A.A.S.A., has 
been admitted as a partner in the firm of 
Messrs. G. R. Felser & Co., public accountants. 


VICTORIA 


Monthly Luncheon 

The guest speaker at the July luncheon held 
at the Lower Melbourne Town Hall, was Mr. 
A. S. Dunstan, an executive of New Zealand 
Loan & Mercantile Agency Co. Ltd. He gave 
a most interesting talk on Latin America, which 
he recently visited as a member of the Aus- 
tralian Government Trade Survey Mission. 
Dr. H. F. Craig, who was chairman of the 
luncheon, moved a vote of thanks to the 
speaker. 


BALLARAT BRANCH 


Taxation Lecture 


A well-attended meeting of Branch members 
and students was held on 5 July when the guest 
speaker was Mr. L. Molloy, A.A.S.A., of the 
Appeals Branch of the Victorian Taxation 
Office. Mr. Molloy dealt with recent amend- 
ments to the Income Tax Assessment Act, 
giving a broad outline of the changes of legisla- 
tion affecting Dividend Withholding Tax, the 
provisions in Sections 51AA, 51AB and 51AC 
covering interest, convertible notes and expendi- 
ture on export market developments, together 
with an outline of the new provisions in Divi- 
sion 9B relating to the possible taxability of the 
income of superannuation funds. 

Mr. F. Hynes and Mr. I. D. Maxwell, the 
Taxation Department’s advisory tour officers 
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visiting Ballarat, were also present and assisted 
Mr. Molloy in answering many questions at the 
close of the lecture. 

Mr. John H. Heinz, chairman of the Branch 
Council welcomed the speaker and _ visitor; 
whilst Mr. T. E. Barnes, vice-chairman of the 
Council, moved a vote of thanks to the officers 
of the Department. 


Personal 

Mr. H. A. Davey, senior staff member of 
Messrs. Driscoll, McIvor & Co., public account. 
ants, has been admitted to the firm as a partner 
The practice will continue under the same 
name and at the same address, H.B.A. House. 
4 Lydiard Street South, Ballarat. 

Mr. D. J. Hinsley, A.A.S.A., has commenced 
practice as a public accountant at Suite 1, 445 
St. Kilda Road, Melbourne, telephone: 26-1293, 

Mr. S. D. Roxburgh has been admitted to 
partnership in the firm of Messrs. M. G. 
Roberts & Co. Branch offices of the firm have 
also been opened at 247 George Street, Sydney, 
telephone 27-3209, and at 150a Collins Street, 
Hobart, telephone 2-7168. 


SOUTH AUSTRALIA 


State Convention 


The fifth State convention was held at Victor 
Harbor during the week-end, 16 to 18 June, and 
was attended by 95 members from the city 
Port Pirie, Whyalla and Renmark. Guests oi 
the Society at the convention were the Aus 
tralian president, Mr. W. P. Henson, and the 
State president of the Institute of Chartered 
Accountants in Australia, Mr. C. R. Joscelyne. 

The convention was officially opened by Mr 
W. W. Jenkins, M.P., at a dinner at the Hotel 
Grosvenor on Friday night. Other speakers 
at the dinner were the Mayor of Victor Harbor, 
Mr. Brian Lalor, and Mr. W. P. Henson. 

Technical sessions were held at the C.WA. 
Hall, the first paper being given on Saturday 
morning by Mr. R. G. Lathey, head of the 
Department of Business Administration, South 
Australian Institute of Technology, on “Com- 
munication—Management’s Greatest Problem” 
On Sunday morning a paper on “Work Stud) 
—the Application and Implication” was pre- 
sented jointly by Messrs. J. F. Dunkley, man- 
agement consultant, of Robson, Morrow, Nixon 
& Co., Mr. David Martin, senior consultant, 
Personnel Administration (S.A.) Pty. Ltd., and 
Mr. J. G. Griffith, investigating officer, Public 
Service Inspector’s Department. This paper had 
been developed from the 1960 work stud) 
project undertaken by the South Australian 
Division of The Australasian Institute of Cost 
Accountants. 

A domestic forum organised by Mr. L. A 
Braddock, a vice-president of the Society, Ww 
held on Saturday evening. 


Monthly Luncheon 


The monthly luncheon, held at the South 
Australian Railways Refreshment Rooms 0 
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ANNOUNCING... 
NEW TERM ACTIVITIES 


Day Classes — Accountancy 

Students who are fortunate enough to be able to devote full time to their accountancy 
studies should arrange to enrol for the term beginning on 13 November next preparing for 
the May 1962 examinations. 

Those whose circumstances permit them to attend day classes generally complete the 
accountancy examinations in a relatively short time, sometimes within eighteen months. 








Evening Classes — Accountancy 
These classes for part-time students will begin on November 13 next preparing students 
for the April-May 1962 accountancy examinations. 


The Institute of Sales Management 

Enrolments for the evening classes are now being arranged for the May 1962 examinations 
as follows:— 

For Intermediate Commercial Law on 15th November, 1961. 

For other Intermediate subjects on 19th January, 1962. 

For Final subjects on 19th January, 1962. 


Secretarial Classes 
Evening classes preparing for the June 1962 examinations of both Institutes of Secretaries 
commence in January, 1962. 


Institute of Cost Accountants 
Classes for the examinations of the Cost Institute will begin on Wednesday, 15 November, 
1961, for the examinations to be held in May, 1962, as follows: 
Old Syllabus: Papers 3, 4 and 5—15 November, 1961. 
Papers 1 and 2—31 January, 1962. 
New Syllabus: Subject 1— 15 November, 1961. 
Subject 2—31 January, 1962. 


Correspondence Instruction 


Those who desire to prepare for their accountancy examinations studying by correspond- 
ence in the quiet comfort and convenience of their own homes may enrol with the College at 
any time. 


Model Answers— 
Australian Society of Accountants 
Examination questions set by the Australian Society of Accountants and Answers thereto 
have been published for each examination session (May and October) as follows:— 
Since 1954 — 1. Stage 1, Accounts and Auditing 
2. Company Law and Company Accounts 
3. Monetary Theory and Practice 
. Income Tax Law and Practice 
. Advanced Accounts — Part A 
. Advanced Accounts — Part B 
Since 1956 — 7. Commercial Law A and Commercial Law B 
2 . Auditing and Business Investigations 
Price 5/- for each set for each examination session, post free, except Income Tax which is 4/-. 


Australasian Institute of Cost Accountants 


Model Answers to Papers 1-5 (present syllabus) are available since May 1957 at 10/- for 
each set, post free. 


Full details of time tables, fees, and enrolment procedure gladly given upon request. 


A. E. SPECK COMMERCIAL COLLEGE 


138 Flinders Street, Melbourne, Victoria. 
MF 4648. 
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2% June, was attended by 110 members. In 
the absence of the State president, the chair 
was taken by Mr. G. H. P. Jeffrey. The guest 
speaker, Mr. J. R. Sainsbury, general manager 
and chief engineer, S.A. Harbours Board, spoke 
on “The Greater Port Adelaide Scheme”. 


Annual Golf Match 


The annual golf match with the Institute of 
Chartered Accountants, South Australian Divi- 
sion, was played at Kooyonga Golf Club on 10 
July, and resulted in a draw. Fifty-eight players 
took part and individual trophies were pre- 
sented to Messrs. M. C. E. Summers (winner 
of the Stableford competition), E. Dolan (best 
first nine) and J. L. Mann (best second nine). 


Group Activities 


The Practising Accountants’ Group organised 
a highly successful conference which was held 
at the North Adelaide Golf House on 22 June. 
The State president, Mr. D. P. Williams, opened 
the conference which was attended by 42 mem- 
bers of the group. Among the subjects dis- 
cused were “Accountants’ Indemnity Insur- 

“Time Recording and Fee Cost- 

“Overseas and Interstate Agencies”; 

“Recruitment of Juniors into the Profession”; 

and “The Effect of Taxing Superannuation 
Funds”. 

The monthly meeting of the group was held 
on 29 June when the speaker was Mr. A. P. 
T. Loftus, manager, Personnel Services Divi- 
son of J. R. Coghlan & Co. (Adelaide) Ltd. 

The Retail Traders’ Group met in the 
Society’s meeting room on 3 July, subjects dis- 
cussed at this meeting being “Protection Against 
Larceny”, “Department Trading Results”, and 
“Records Retention”. 

Mr. Ian Angus, A.A.S.A., A.C.A.A., general 
accountant, General Motors-Holden’s Pty. Ltd., 
addressed the July meeting of the Mechanisa- 
tion and Systems Group on “Stock Control”. 


Personal 


Mr. F. L. Harcus, A.A.S.A., has been ap- 
a to the board of Chrysler Australia 
td. 


Mr. E. W. Palmer, F.A.S.A., has been ap- 
pointed a director of the local board of the 
T. & G. Fire and General Insurance Co. Ltd. 

Wool Bay Lime Ltd. announces that Mr. D. 
B. Goode, F.A.S.A., has been appointed a 
director, and Mr. E. C. Sims, F.A.S.A., com- 
pany accountant. 

Mr. R. K. Johnson, A.A.S.A., has accepted 
> Position of secretary of Devon Credits 


Mr. F. E. Stahl, A.A.S.A., manager for 
South Australia for the A.M.P. Society, has 
n appointed chairman of the Life Offices’ 
Association of Australasia (S.A. Branch). 
=. Rk. ¢ Colyer, F.A.S.A., general 
manager of the Electricity Trust of South Aus- 
tnlia, left Adelaide recently for overseas to 
‘udy a variety of matters connected with the 
— of South Australia’s electricity 
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Messrs. Milne and Burgess, public account- 
ants, announce that Mr. H. J. S. Pearson has 
been admitted to partnership as from 1 July. 

Mr. G. M. Soper has been admitted as a 
partner of Messrs. Bowering, Duffield and Co., 
public accountants, as from 1 July. 


QUEENSLAND 


Resignation from Divisional Council 

It was with great regret that Divisional 
Council accepted the resignation recently of 
Mr. R. F. Butt, F.A.S.A., one of its best-known 
members. Mr. Butt has given 25 years’ service 
to the accountancy profession and played a 
major part in the amalgamation of former 
Institutes and the formation of the Society. 
He has given continuous service on the Queens- 
land Council and was a member of the General 
Council of the Society for many years as a 
representative of the Queensland Division. Mr. 
Butt is a past Australian president, and the 
Queensland Divisional Council will continue 
to look to him for the sound advice and counsel 
which he has always so readily given. Coun- 
cillors tendered him a farewell dinner on 23 
June. Those present included Messrs. J. E. 
England, J. H. Devitt and R. A. MclInnes 
(former Councillors), J. L. Amies (former 
State Registrar) and C. W. Andersen (General 
Registrar). The thanks of the Divisional and 
General Councils for his dedicated services to 
the profession were tendered to Mr. Butt by 
the State president, Mr. A. S. Donnelly, and 
the General Registrar, following which a pre- 
sentation was made to him as a mark of his 
colleagues’ sincere appreciation. 


Practising Accountants’ Conference 

The first conference of this nature in Queens- 
land was splendidly supported with 160 regis- 
trations, including 40 country members, some 
travelling over 1,000 miles to attend. Speakers 
and their subjects were: Mr. J. A. L. Gunn, 
C.B.E.: “Deductions Allowable in Calculating 
Taxable Income”; Mr. W. R. Worley, F.A.S.A.: 
“Problems of Recording Times and Assessing 
Fees”; Mr. E. W. Munro, B.Com., A.A.S.A.: 
“Proposed Changes in Queensland Company 
Legislation”; Mr. J. H. Chandler, A.A.S.A.: 
“How the Practising Accountant Can Help 
Management in the Small and Medium Busi- 
ness”; Mr. R. S. Parkes, B.Com., A.A.S.A.: 
“Statistical Sampling — Its Application to 
Auditing”. Discussions on the above topics 
and the screening of films completed a most 
interesting and informative programme. 


Evening Meetings 

Mr. W. A. Dick, B.Com., F.A.S.A., of 
Messrs. Fuller, King & Co., Melbourne, de- 
livered an excellent lecture on “Creative 
Management of Inventories”, while Mr. 
J. A. L. Gunn addressed members on “The 
Nature of Income”. 
Members’ Luncheons 

Two luncheons were held in June, the 
speakers being Mr. Morris R. Liles, manage- 
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ment consultant of Detroit, U.S.A.; and the 
Very Reverend William P. Baddeley, B.A., 
S.B.0., St.J., Dean of Brisbane. 


Refresher Course 
A course on “Break-Even Analysis” was 


successfully concluded, and proved of consider- 
able benefit to members. 


Mackay Convention 

Sponsored by a group not yet two years 
old, this convention was an _ outstanding 
success, attracting 54 registrations. Papers were 
delivered by Mr. J. H. Chandler, A.A.S.A., 
on “How the Accountant Can Help Manage- 
ment in the Small and Medium Business” and 
Mr. R. L. Weatherstone, A.A.S.A., on “Credit 
Control”. 


Personal 


Mr. J. B. Burton, A.A.S.A., secretary of 
Penn Elastic Co. (Qld.) Pty. Ltd., has been 
appointed to the board of directors of the 
company. 


WESTERN AUSTRALIA 


Perth Luncheon 

At the June luncheon Mr. G. R. Simpson, 
manager for W.A., Reserve Bank of Australia, 
gave a most instructive talk entitled “Banking 
and Economic Trends”. 


Fremantle Luncheon 

The address by Mr. H. Austen Lee, 
A.A.S.A., manager of Perth airport, delivered 
at an earlier luncheon meeting proved so 
popular that he was asked to speak again, and 
this he did at the June luncheon. Mr. Lee 
described the equipment used io obtain 
meteorological information, so necessary for 
the management of a large airport; the fire- 
fighting units, and various navigational aids. 
He said an instrument landing system was 





AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


TASMANIAN DIVISION 
THIRD ANNUAL CONVENTION 


The third convention of the Tasmanian 
Division of the Australian Society of Account- 
ants will be held at the Menai Hotel, Burnie, 
from 22 to 24 September, 1961. 


The Premier of Tasmania, the Hon. E. E. 
Reece, will open the convention on the Fri- 
day evening, and the speakers will include 
Messrs. F. A. Buttner (State president of the 
Victorian Division of The Australasian Insti- 
tute of Cost Accountants) and S. R. Brown, 
LL.B., of Sydney. In addition, two local 
speakers, Messrs. G. Riley and J. Hyland, will 
deliver a joint paper. The registration fee is 
£1/1/-. Further enquiries may be made to the 
State Registrar, 119 Macquarie Street, Hobart. 
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soon to be installed at the Perth airport. He 
concluded his remarks by giving comparisog; 
of the traffic figures of the world’s main aj. 
ports. 
BUNBURY BRANCH 

Branch Council Members 

The Council of the branch now comprises 
the following:— President: Mr. E. R. Denton: 
Vice-president: Mr. K. W. Fry; Councillors 
Messrs. T. C. Beckitt, O. F. Bell, J. W. Murray; 
Hon. secretary: Mr. H. M. Anderson. 


Recent Addresses 

In March an address was given by Mr. R 
H. Henderson, F.A.S.A., a member of the 
Divisional Council and during Commonwealth 
Technical Training Week, addresses were given 
by Mr. E. H. Jones, A.A.S.A., F.C.A.A,, of 
the Education Department Technical Division 
and Mr. F. J. Johnson, A.A.S.A., A.C.AA, 
head, Department of Commerce, Technical 
Extension Service, both of whom are member 
of the Divisional Councils of the Society and 
the Cost Institute. 


TASMANIA 

Study Groups 

Instead of conducting a winter lecture series 
during 1961, an endeavour is to be made to 
initiate the formation of study groups. To this 
end a meeting of members was held in Hobart 
on 27 June and, as a result, three groups have 
been formed to study the following subjects 
“The Economics of Capital Expenditure’, 
“Direct Costing” and “Mathematics and 
Statistics for the Accountant”. The groups 
have already commenced activities but ther 
quotas of membership have not been filled 
completely. Any member interested in joining 
the groups should communicate with the State 
Registrar. The meeting of 27 June concluded 
with a screening of the film of the Ampo 
Annual Report for 1960. 


-__ +? - 


AUSTRALIAN ACCOUNTANTS’ 
STUDENTS’ SOCIETY 


VICTORIA 


Recent Functions 

Mr. A. E. Speck, B.Com., F.A.S.A., reviewed 
the May 1961 examination papers in Account 
ing and Auditing and Company Accounts 0 
26 June, and in Advanced Accounting A ai 
B, on 30 June. Both reviews were held in the 
general meeting room of the Chamber of Mant: 
factures. 

Losses of previous years as affected )) 
Section 80 of the Income Tax & Social Servicts 
Assessment Act were discussed by Mr. 
Woodward, F.A.S.A., assistant inspector, Com 
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monwealth Public Service Board, on 12 July 
at a lunch-time meeting. 

On 11 July, 53 members visited the offices 
of the Herald and Weekly Times Ltd. The visit 
pegan with a description of the activities of the 
“Herald” group of companies and this was 
followed by a demonstration of mechanised 
accounting equipment and an inspection of the 
printing processes. 

On 17 July, Mr. B. K. Harrison, A.R.M.T.C.., 
AAS.A., A.C.A.A., lecturer, School of Ac- 
countancy, Royal Melbourne Institute of Tech- 
nology, spoke to members on “Branch 
Accounts”. 

Approaching Lectures 

The following lectures will be delivered in 
the general meeting room, Chamber of Manu- 
factures, 312 Flinders Street, Melbourne. 

Friday, 25 August, (5.45 p.m.): Mr. W. N. 
Wotherspoon, A.A.S.A., lecturer in Account- 
ancy and Commercial Law, Royal Melbourne 
Institute of Technology, will speak on “Joint 
Venture Accounts”. 

Wednesday, 13 September (1.10 p.m.): “The 
Ethics of the Accountancy Profession”. 


Personal 

Mr. D. Ebsworth Cook, F.A.S.A., whose 
fice was formerly at 343 Little Collins Street, 
Melbourne, is now practising at 8 Market 
Street, Melbourne. His new telephone number 
is 62-7361. 


SOUTH AUSTRALIA 


\onual General Meeting 

The eighth annual general meeting of the 
South Australian Division of the Students’ 
Society was held at the Shell Theatrette on 2 
June, the State president, Mr. D. J. Flaherty 
being in the chair. 

This year, for the first time, the president's 
report, the annual accounts, and the notice of 
meeting were sent to all members in a specially 
printed folder. 

_In presenting his report for the year ended 
0 April, 1961, the president drew attention 
0 the overall success of the year’s activities. 
These included lectures on the subjects of 

Insurance”, “Recent Trends in Credit Control”, 
aid “Decimal Currency” during August, Sept- 
ember and November respectively; visits to 
John Martin & Co. Ltd. (in July) and to the 
Stock Exchange of Adelaide (November); the 
june social evening at ADS Channel 7, and 
the annual Christmas social. In addition, the 
ist annual one-day seminar held at the Play- 
ord Building, Institute of Technology, Adelaide 
in February was adjudged the Society’s most 
successful event of the year. 

Membership during the year reached 328, 
f_ mctease of 102 on the previous year’s 
gures, 

While the attendance at functions showed a 
‘ight improvement on past years, the Students’ 
Council hopes that members will in the future 
“ow an even greater interest in functions 


aranged for them. 
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The president expressed his appreciation of 
the co-operation received from his fellow- 
councillors during his period in office, and 
also for the helpful guidance of the Divisional 
Council and its representative, Mr. B. A. 
Howie. 


Election of Committee 

Messrs. R. W. Cottle, R. D. Wilhelm, K. 
Christie-Ling, D. Heywood, P. Gleeson, R. 
Marshall, D. J. Harris, D. J. Flaherty, E. J. 
Shepherd, and J. H. Trowse were elected 
members of the committee for the ensuing 
year. Mr. A. R. Wheaton was appointed 
auditor. At the end of the business session an 
excellent programme of films was shown by 
courtesy of the Shell Company and this was 
followed by supper. 


Election of Office-Bearers 

At the first meeting of the newly elected 
council, Mr. R. W. Cottle was elected presi- 
dent; Mr. D. J. Flaherty, vice-president; Mr. 
E. J. Shepherd, honorary secretary; and Mr. 
D. J. Harris, honorary treasurer. 


Liaison with Interstate Students’ Societies 

The S.A. Division of the Students’ Society 
is interested in an exchange of programmes 
and lecture topics with Students’ Societies in 
other States, and it invites their secretaries to 
communicate with the hon. secretary, c/- 22 
Grenfell Street, Adelaide with a view to 
reciprocation in this regard. 


QUEENSLAND 


Recent Activities 

During the past month members attended 
in force to hear a most informative lecture 
on the topic of “Medical Expenses” delivered 
by the well-known taxation authority, Mr. J. 
A. L. Gunn, C.B.E. 


—_——- ¢ - 


THE AUSTRALASIAN INSTITUTE 
OF COST ACCOUNTANTS 


Costing for Export 

In support of the Government's drive for 
increased exports, the council of the Victorian 
Division has been promoting lectures and dis- 
cussions on export costing to acquaint members 
with the latest applications of management 
accounting to this problem. 

On 22 June a public lecture on “Costing for 
Export” was delivered by Mr. G. L. Mac- 
Donnell, B.Com., and the enrolment of over 
a hundred was evidence of the keen interest 
in this subject. Mr. MacDonnell said that a 
separate pricing structure should be used for 
exports as export trading can be considered as 
additional business — helpful in absorbing over- 
head costs. This is an important factor for 
firms with seasonal production. Cost account- 
ants can be of help to manufacturers by design- 
ing management information systems which 
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will highlight the effect of increasing export 
sales upon overhead costs and profits. 

After the lecture, Mr. A. Paltridge, regional 
director, Department of Trade, outlined details 
of the income tax and payroll tax incentives 
available to exporters on the basis of increased 
export sales. 

As a follow-up to the lecture, a discussion 
group was held on the same subject on 29 June. 
Representatives of the Department of Trade 
were again present and the information contri- 
buted by them prompted keen and helpful 
discussion. 

On 27 July a further lecture was given by 
Mr. Neville Stuart, Acting Director of Policy, 
Department of Trade, on “Export Incentives”. 
Mr. Stuart has been closely associated with the 
formulation of the system of export incentives 
and was able to illustrate the areas of effective- 
ness and the extent of benefits to be gained. 
He said that it was most important that cost 
accountants be thoroughly conversant with all 
aspects of export incentives so that they could 
guide management in the availability of rebates 
and their effect upon cost structures. Once 
again the large attendance at this lecture fully 
justified the attention being paid by Divisional 
Council to this important subject. 


Combined Institutes’ One-Day Seminar 

A one-day seminar will be held on Wednes- 
day, 30 August in the New Arts Building, Uni- 
versity of Melbourne. The theme of the seminar 
will be “Improved Profits Through Marketing 
and Management Accounting Understanding”. 
The seminar will take the form of four lectures, 
each followed by a syndicate discussion. 

The speakers will be Messrs. R. L. Rowe, 
secretary, Robert Young Pty. Ltd; L. R. 
Bullen, general manager, Lewis Berger & Son 
(Vic.) Pty. Ltd.; A. L. McCardell, secretary- 
treasurer, Ford Motor Co. of Aust. Pty. Ltd.; 
and E. S. Philp, general manager, McAlpins 
Flour Pty. Ltd. 





A.P.A.C, “PROCEEDINGS” 


Copies of the Proceedings of the 1960 Asian 
and Pacific Accounting Convention are now 
available. Comprising a volume of 393 pages, 
the Proceedings contains descriptions of the 
various convention activities, the 28 technical 
papers specially written for the convention 
and an account of the valuable discussions of 
the ideas and conclusions expressed in the 
papers. Those who were unable to avail them- 
selves of the benefit of attending the conven- 
tion will find the Proceedings a good substitute 
and a permanent and useful source of refer- 
ence. 

Copies are available at 40/- eacr, post free, 
(the price was incorrectly given as 30/- in the 
July issue of the journal), from the office of 
the General Registrar, Australian Society of 
Accountants, 37 Queen Street, Melbourne. 
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Communications 

As business operations become more comple, 
communications between various levels of map. 
agement assume added importance. This topic 
will be the subject of a series of three lectures 
to be held at the Bankers’ Institute auditoriym 
at 6.30 p.m. on 2, 10 and 17 October, 


Research Controlling Committee 

This committee is now meeting fortnightly, 
and has adopted as its topic for the yea 
“Special Cost Studies Concerning Expor 
Markets”. The broad aims of the presen 
project are to identify the general costing 
principles useful in ali potential export indy. 
tries, and to highlight the costing problems of 
particular industries by building up a series of 
case histories. The committee comprises Mess. 
K. Cross (chairman), A. F. J. Sutherland, 4 
H. Blamey, W. A. Gibson, R. W. Seddon, D 
C. Jacobi, E. H. Neimann, G. D. Barber an 
R. Waite. 


NEW SOUTH WALES 


At a function recently held in the Carlton 
Rex Hotel, Sydney, past presidents of The Au 
tralasian Institute of Cost Accountants resident 
in New South Wales, were entertained at dinner 
by the N.S.W. Divisional Council and Fellow 
of the Division. After welcoming the guests, 
Mr. K. S. Fleming, State president, introduced 
the Australian president, Mr. H. L. Thomas, 
who made an appropriate address and pre- 
sented to Messrs. A. D. Richmond, W. Scott 
and R. F. Jarman beautifully designed Cert 
ficates of Appreciation for services rendered to 
the Institute in past years. The guests of 
honour, in replying, thanked the Institute for 
the honour bestowed, and expressed their appre: 
ciation for such a pleasant evening. Prior to 
the presentation of certificates, Mr. Thomas in 
formed the gathering that Mr. T. D. Hadley 
could not be present, due to illness, to receive 
his Certificate of Appreciation. 


Industrial Visit 

A large group of members showed keen 
interest in the display of typetronic, teletype 
and mark-sensing equipment displayed by 
Amalgamated Wireless (Australasia) Ltd. Lunch 
was provided for those attending the seme. 
Mr. G. Williams organized this successiil 
activity. 
Joint Series 

The annual joint series of lectures arranged 
in conjunction with the Australian Society 0 
Accountants will be held in late August o 
early September, comprising four lectures 0 
the subject of “Export Marketing Develop 
ment”. The lecture subiects will be (1) “Expot 
Marketing”, (2) “Export Payments Insurance, 
(3) “Taxation Concessions as Financial Ince 
tives to Export” and (4) “Costing for Export 
Seminar 

Copies of the notes of the lecture delivered 
at the seminar on the subject of “Reportils 
to Management” are available from the NSW. 
Registrar; price £1/-/- per set. 
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cost ACCOUNTANTS’ 
SIUDENTS’ SOCIETY 


VICTORIA 


Review of Examination Papers 


The review of the May 1961 examination 
papers was held on 13 and 20 July. It was 
decided to invite all candidates for the Institute’s 
examinations and a better attendance resulted. 
The Students’ Society is grateful to Mr. E. W. 
Paine for the time and effort involved in pre- 
soting a critical summary of the model 
answers to the students in so constructive a 
manner. 

Demonstration of Standard Costing System 

On Tuesday, 19 August, a practical demon- 

stration of a standard costing system will be 


held at the Footscray plant of Bradford Cotton 
Mills Ltd. This demonstration is strongly re- 
commended to students because it gives them 
an opportunity to see the operation of a stan- 
dard cost system as used by a leading textile 
= ea with many years’ experience in the 
eld. 


Discussion Forums 


Prior to the October examinations, discussion 
forums will be held at the Institute’s board 
room on the subject of the examinations to be 
held on 16 and 19 September. Students 
will have the opportunity to discuss their study 
problems with leading practitioners. The oppor- 
tunity of hearing how text book principles are 
applied in practice should assist students to 
attain a better comprehension and greater 
mastery of the subjects they are studying. 





PROFESSIONAL NOTICES 


PROFESSIONAL VACANCIES — Positions 

ae available with an expanding firm of 
chartered accountants in the Territory of 
Papua and New Guinea. Vacancies from 
advanced intermediate to qualified status. Posi- 
tions carry salaries far in excess of mainland 
equivalent and tax approximates half Austra- 
lian rates. Married and single accommodation 
available, excellent leave and conditions. Apply 
Fishwick, Lord & Co., Box 84, Rabaul, New 
Guinea. 


SEARCHES, lodging and all other matters 
at Companies and Business-name_ branches 
attended to. Company Services (Vic.) (John 
Lloyd ex-Deputy Registrar General and Assist- 
ant Registrar of Companies), 443 Little Collins 
Street, Melbourne. Telephone 67-3861. 


MELBOURNE PRACTICE REQUIRED. 
Two Associates wish to purchase small to 
medium eastern suburban or Melbourne prac- 
lees or group of clients to expand present 
practice. Immediate purchase price available. 
Reply No. 777, c/- Australian Society of Ac- 
countants, 37 Queen Street, Melbourne. 


PARTNERSHIP. Associate, 31 years, inter- 
ested in partnership with sole practitioner con- 
templating retirement over extended period. 
Replies to No. 792, c/- Australian Society of 
Accountants, 5 Bligh Street, Sydney. 


ACCOUNTANTS: Do you require tem- 
porary staff or typing carried out during your 
busy period? If this is the case contact Marilyn 
Typing Service, 286 Queen Street, Brisbane, 
or phone 2-7904, 
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Rate per line 5/-; 
minimum per insertion 15/-. 


CALCULATOR — Griffiths 40-hour wages 
calculator. Price 42/-. L. C. Publishing Co., 
G.P.O. Box 5045, Sydney. 


WANTED TO PURCHASE, small account- 
ancy or taxation practice or group of clients. 
Consider partnership or take over taxation 
work, office optional. Reply No. 794, c/- Aus- 
tralian Society of Accountants, 22 Grenfell 
Street, Adelaide. 


MANAGEMENT ACCOUNTING—Sydney 
firm of chartered accountants with associated 
international and interstate firms offers good 
opportunity on staff for qualified accountant, 
with some years’ experience in cost and com- 
mercial accounting, who desires to return to 
public accountancy with a view to manage- 
ment accounting work. Reply Box 515, G.P.O., 
Sydney. 


ACCOUNTANT, Melbourne, own car, has 
time available to assist other practitioners 
Phone XF 6047. 


ASSOCIATE, A.C.A.A., A.C.LS., with taxa- 
tion, secretarial and costing experience, requires 
part-time work assisting practitioner at evenings 
and week-ends. Apply No. 797, c/- Australian 
Society of Accountants, 37 Queen Street, Mel- 
bourne. 


SMALL PRACTICE or clients required by 
Associate, A.C.A.A., A.C.LS., in Melbourne 
area. Capable of being handled on part-time 
basis. Reply No. 796, c/- Australian Society 
of Accountants, 37 Queen Street, Melbourne. 
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Personnel Administration Pty. Limited 
Management Consultants 


We invite applications for appointment 
to our Consulting Staff 


from 


UNIVERSITY GRADUATES 


experienced in 


ACCOUNTING or MARKETING 


P.A. is a major international management con- 
sulting firm operating in U.K., Europe, Canada, 
U.S.A. and throughout Australia. 

We offer a challenging career of great interest 
and responsibility with exceptional opportunity 
for personal development and managerial ex- 
perience. 

QUALIFICATIONS: Applicants should be 30-35 
years of age with a University Degree. No speci- 
fic degree is called for. 


ACCOUNTANTS 


Price Waterhouse & Co., chartered accoup. 
ants, have vacancies in their Sydney, Me. 
bourne, Brisbane, Adelaide ard Perth office 
which offer opportunities of rewarding an 
satisfying careers to men having the requisite 
technical knowledge and organizing ability fo, 
appointment to senior staff positions. 


Applicants should be qualified or neg. 
qualified accountants with professional or bus. 
ness experience and the personal qualities which 
fit them to take responsibility and work with 
a minimum of supervision. The firm offers , 
wide range of specialist services to clients but 
appointments will be made to the audit staf 
in the first instance. 


Salaries are graded according to experience 
and ability. Membership of a contributoy 
superannuation fund will be open after ; 
qualifying period of service. 


Applications should be addressed to “Staff 
Price Waterhouse & Co., in any of the above 


EXPERIENCE: Several years experience in In- cities. 
dustry or Commerce is essential with particular 
emphasis on Accounting or Marketing. 

SALARIES: Commencing salaries are substantial 
and should rise to £5,000 within 8 years. There 
is a generous non-contributory Staff Provident 


Fund. ( have been retained to 
TRAINING: All consultants receive extensive advise on the following 
appointment 
en 


full-time training in production, management —_. 


accounting and marketing and may do further CHIEF ACCOUNTANT 


training in other specialised fields. 

I : : 

NQUIRIES: If necessary Mr. Powell, XB 0321, for the Australian company of an in‘er- 
national organisation in the chemical in- 


will provide further information. Applications 
wiil be treated in strictest confidence and should dustry. He will be responsible to the 
Commercial Director for all financial and 


provide full details of age, qualifications, ex- 
sana a cre, held and quote cost accounting activities of the com- 
reverence / ° pany. Cost and financial accounts are 


ae. . 2. 9 fully integrated. Final accounts con- 
Personnel Administration Pty. Limited solidation, income tax, control of cone 
expenditure approximating to_ £750, 

Management Consultants, annually and cost analysis of a pfo- 

50 Miller Street, tracted process pose some _ interesting 

North Sydney, N.S.W. problems. Location: Tasmania At an 

appropriate time he will visit overseas 
companies in the Group. 

Remuneration will be negotiated in the 
range £3,000 to £4,000 p.a. Superannua- 
ACCOUNTANT (or advanced accountancy tion and life cover. _ momeres ont 
; £ ass é -e, > s s 08 £ 
student) preferably in the age group 24 to 35 A a at a 
years, capable of writing up public company Candidates must be fully qualified ac- 
books of account, preparing accounts for publi- countants and have had substantial ex: 
cation and handling payroll matters, required ee eee 8 ee 

° . e acanall - ° accounts work in a processing or manu 
for a very interesting position. Commencing facturing organisation. Cost accounting 
salary approximately £1,300 to £1,450 per and secretarial qeamicstions and — 

2 "| ~ sxperience of chemical or process I 
annum. This is an excellent opportunity for dustry, would be advantageous. Am 
entry into a long-established, secure, financial about 35-45. 
corporation in the business heart of Melbourne. Please send brief gy quoting, reference 

° ° f i ne 

References, sound education and commercial PAA/192, Pi Pw | ae = 

experience essential. Telephone MU 1547 for k : 

interview, and ask for the accountant. MANAGEMENT SELECTION 
AUSTRALIA PTY. LTD. 


414 Collins Street, Melbourne 


3 Castlereagh Street, Sydney 
No information will be disclosed to our 
client until candidates have given peér- 
mission after personal discussion. 
MSAI095PAA 














ASSOCIATE, also A.C.A.A., F.C.LS., and 
tax agent, with varied experience in senior 
commercial positions and tax work, has time 
to assist other practitioners, or take up part- 
time appointment. Reply No. 793, c/- Aus- 
tralian Society of Accountants, 37 Queen 
Street, Melbourne. 
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UNIVERSITY OF CANTERBURY 
Lecturer in Accountancy 


Applications are invited for the position of 
Lecturer in Accountancy at this university. 
The salary range for a lecturer is from £1,250 
0 £1,700 per annum, commencing salary 
acording to qualifications and experience. 
Fares to Christchurch, New Zealand, will be 
paid to an Overseas appointee. 


Further particulars and conditions of appoint- 
ment may be obtained from the undersigned 
or from Registrars of all other Universities in 
New Zealand. 

Applications close on 31 August, 1961. 
P.O, Box 1471, Christchurch. 


G. G. TURBOTT, Registrar. 


PRACTICE REQUIRED. Wanted to pur- 
chase existing practice or group of clients. 
Western suburbs (Parramatta area) preferred. 
Would consider arrangement for gradual 
— from retiring practitioner. Reply 
yNo. 79 c/- Australian Society of Account- 
ants, 5 bligh Street, Sydney. 


ASSOCIATE residing in Melbourne for six 
months, undertaking additional study, urgently 
requires night or week-end work assisting prac- 
titioner in accounting. Ten years’ experience 
in public accounting specializing in taxation 


and company work. Reply No. 798, c/- Aus- 
tralian Society of Accountants, 37 Queen Street, 
Melbourne. 


ACCOUNTANT, lady, has time available 
to assist other practitioners. Reply No. 799, 
c/- Australian Society of Accountants, 37 
Queen Street, Melbourne. 


ASSOCIATE, company executive, with 
private practice including modern office (S.E. 
suburb) wishes to meet Associate with general 
taxation and auditing experience with a view 
to forming partnership. Reply No. 800, c/- 
Australian Society of Accountants, 37 Queen 
Street, Melbourne. 


SYDNEY FIRM—desires to establish mutual 
agency association with Canberra practitioner 
or small firm. Reply No. 801, c/- Australian 
Society of Accountants, 5 Bligh Street, Sydney. 


SYDNEY PRACTICE required with gross 
fees up to £10,000, adequate cash available to 
retiring practitioners. Details in the first instance 
to No. 802, c/- Australian Society of Account- 
ants, 5 Bligh Street, Sydney. 





\ Typewriter that serves as an 


1S McKillop Street, Melbourne. 


——— 


RAITT & CoO. 


Accounting Machine 
Imperial 


DUAL-FEED TYPEWRITERS 


Imperial Dual Feed system has been 
designed with two entirely separate feeds, 
allowing for permanently positioned backing 
sheet on which are recorded the entries typed 
through cheques and receipts. It is also most 
adaptable to the typing of council rate notices 
and share registers. 

It is the answer to laborious, error-prone hand 
posting, and is particularly applicable to 
businesses where a full accounting machine 
system is not justified. 
“Off-duty” the Imperial 
general office typing. 
Write or phone for further information and/or 
a short trial, without obligation, today 


PTY. LTD. 


(6 lines) 


The 


can be used for 


Phone 67 7051 


BS31/AA 
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BETTER 
SERVICE 


BIGGER 
SAVINGS 


.. . When you buy “Burnie” paper 


Now, as the result of our new distribu- 
tion system, you are offered a greatly 
improved stock service. 

You benefit because al! distributors of 
“Burnie” and “Ballarat” fine papers are 
carrying far greater paper stocks with 
a wider range of grades, substances and 
sizes than ever before. 

You benefit because this improved stock 
service is provided at lower prices than 
before. 

You benefit because our increased 
handling capacity means faster delivery 
from the mill of paper in special sizes. 
For better service and bigger savings, 
specify “Burnie” and “Ballarat” fine 
printing and writing papers. 


ASSOCIATED PULP AND PAPER MILLS LIMITED 


Offices at Melbourne, Sydney, Brisbane, Adelaide, Perth. Mills at Burnie, Tasmania. ‘‘Burnie 
products are distributed by wholesale paper merchants throughout Australia and New Zealare 


XXViii 








For Better 
Insurance 


HARVEY TRINDER 


Insurance Brokers 
R. Keith Yorston, O.B.E., Chairman. H. R. Watson, Managing Director. 


267 George Street, SYDNEY. 2 0546. 


and at 


MELBOURNE: Hume House, 185 William Street, 
BRISBANE: Pioneer House, 168 Edward Street, 
ADELAIDE: Rundle Chambers, 140 Rundle Street, 


PERTH: 167 St. George’s Terrace 
HOBART: 144 Collins Street, 
LAUNCESTON: 46 Brisbane Street, 
PORT MORESBY: Hunter Street, 


Insurances at Lloyd’s and Companies 


67 7431-3 
31 2501 
8 2342 
21 5621 
B 7896 
2 4671 
2241 











This fast new Cheque Signer makes 
short work of long payrolls 


LY 
UIOMATIC 


Feeds, signs, dates, counts, protects amount and 
stacks in sequence. 


AGENTS IN ALL STATES 


ag ee 


143 FRANKLIN STREET, 
MELBOURNE, C.1. Phone 34-5658, 34-5697 


FOR VOLUME CHEQUE-SIGNING—NOTHING 


SIGNS FASTER (OR SAFER) THAN A 


Cummins 270 
AUTOMATIC CHEQUE SIGNER 


The Cummins 270 will sign 450 cheques per 
minute — this is faster than any other machine, 
and is much more than the average man can write 
in one hourl 


The Cummins 270 is specially designed to work in 
conjunction with tabulating and book-keeping 
machine-prepared cheques. You just place a handful 
of cheques in the hopper, turn a key, and the 
automatic feed does the rest. The cheques will be 
signed and stacked in sequence before the operator 
can pick up another handfull 


Demonstration arranged (no obligation) 
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IS YOUR OFFICE 
EFFICIENT ? 


OCE’ Dyeline office systems will improve the 
efficiency and reduce the operating costs of YOUR 
office. 


Our complete range of OCE’ office systems ma- 
chines and Diazo materials can be demonstrated by 
our “HARSTON” systems expert immediately on 
your request. 


The 


a 


For complete details 
tributors: 


HARSTON 


SENSITIZING CO. PTY. LTD. 


140 Barkly St., Nth. 
Telephone: JW 2127-8. 


OCE’ 125-COMBINE 


OCE’ SYSTEMS MACHINES MAKE 
PERFECT COPIES FOR LESS THAN 
2d. EACH. 


contact the Australian Dis- 


Fitzroy. Vic. 
JW 4113 


Interstate Distributors: 


Qid. — Harston 
Upper Edward St., 


N.S.W.— Plan Printing & Smee Pty. 
Clarence St., Sydney. BX1 


S.A.—Wm. Crosby & Co. Pty. Ltd., Worando Bidgs., 
Chesser St., Adelaide. W 2479. 


W.A.—Wm. Crosby & Co. Pty. Ltd., 618-620 Murray 
St., Perth. 21-2481. 


TAS.—Wm. Crosby & Co. Pty. 
St., Hobart. 2-7761. 


Sensitizing (Qid.) Pty. Ltd., 446 
Brisbane. 27-969. 


Ltd., 49 


Ltd., 119 Collins 


LISTE 


to the NEW 
PYROX Magictape Rece 


Everything sounds superb on the new 
Magictape recorder everything 
back’’ just the way you recorded it. § 
new 3 speed 2 speaker Magictape at 
favourite music or radio store today .. , 
be surprised that so much quality, so 
enjoyment, could cost so little. 


Check these NEW 
Magictape features 


@ 3 speeds — 13”, 33”, 
73” per sec.—gives 
up to 4 hours play- 
ing time per tape. , 


@ Twin speakers—for é " 
balanced tone. Gar-- ie 
@ Quick reading re- #& & 


cording position in- ee aN 
dicator. 

@ Fast rewind, 
forward. 
@ Separate 
Treble 

trols. 


fast 


and 
con- 


Bass 
tone 


PYROX LTD. 


14-36 Queensberry St. 
47-51 Parramatta Rd. > 


Melbourne 


Concord, Sydney. 








Agents throughout Commonwealth and 
Zealand. Also in London and New 


Cable & Telegraphic Address: 
“JEFFSTOCK”, MELB. 


Members of 
The Stock Exchange of Melbow 


STOCK EXCHANGE BUILDINGS 


Telephone: 67-9171 








Eric R. Jeffery & én 


422-426 Little Collins Street, Melboune| 





PHOTOSTATS 


Quick, Accurate, Economical 4 
Copies of Charts, Deeds, Tax 
Forms, Contracts, Wills, ete. 











A FULL RANGE OF OCE’ SYSTEMS MACHINES 
WILL BE ON DISPLAY DURING THE MELBOURNE 
ENGINEERING EXHIBITION AUGUST 14 - 19, 
STANDS 78 TO 81. 








COPYING COMPA 


BW 5603. © 28 Martin Place 
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